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Professional Ethics*
By Herbert F. French

The subject which has been assigned to me is one regarding
which there has been a world-wide difference of opinion among
accountants and one on which I could not hope to have all the
members of my audience fully agree with me. The subject is
so broad that the time allotted for this talk is not sufficient for
all that anyone would like to say. It has been analyzed and
dissected by various committees of the American Institute and,
although unfortunately their conclusions have not always been in
keeping with the opinions of many of the members of the pro
fession, yet I think that in the main the majority of the members
of the Institute either are now in accord with the stand taken by
the Institute or are at least reconciled to it. The most I can
say, therefore, is that I am expressing my personal opinions and
fully recognize the right of any of the audience to disagree
with me.
I have heard the opinion expressed that the practice of pro
fessional ethics depended upon one’s mental attitude and therefore
was carried out according to each one’s individual ideas. It
seems to me that it also means the practice of the “Golden Rule”
which would come very close to a correct moral viewpoint. I
remember having read an article written by J. E. Sterrett, which
was published in the 1907 year-book. This brought out very
plainly the moral attitude which the accountant should sustain in
order to observe the proper principles of professional ethics. I
think Mr. Sterrett also prophesied that it was almost certain that
the procedure which we then considered perfectly proper would
in later years be changed, and that we would consider it strange
we had not changed our viewpoint before.
* A paper presented at the New England regional meeting of the American
Institute of Accountants, Poland Spring, Maine, June 23, 1923.
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As an illustration of our change of viewpoint I quote from
an article written about ten years ago by one of our well-known
accountants who has been honored with a high office in the
American Institute.
“Until accounting is recognized as a learned profession the
answer to the inquiry ‘Should accountants advertise?’ must be in
the affirmative. It would be more dignified—more professional,
if you please—to refrain from it, but we should not stickle for
dignity or assume a professional pose while we are bidding
against each other for engagements like a parcel of hucksters at
the close of market on a Saturday night, nor while we are ruth
lessly grabbing the business of brother practitioners whose
certificates ‘don’t go’ with the financial monarchs.”
If we compare this paragraph with the attitude of the
American Institute at the present time and with the principles
which it has laid down regarding advertising, we can readily see
what a great change of mental attitude has taken place within
the last ten years and, looking back, we may wonder why we
were not of the same opinion years ago as we are now. I have
had two experiences within this last year which clearly illustrate
the question of mental attitude:
During a visit to my dentist, he remarked that I had a tooth
that should be treated at least every three months if I hoped to
save it. I suggested that he have his assistant call me on the
telephone at the proper times to jog my memory, which he
willingly did, to our mutual advantage.
A short time after that I had occasion to go to a prominent
oculist, who remarked to me casually that I had not visited him
before for about two years. I suggested that if he would call
me at the proper time I would gladly come to him. His reply
was: “But I could not do that; it would not be ethical.” If we
were to apply strictly the doctor’s mental attitude to accounting,
I am afraid it would prevent us from giving our clients the service
they expect, which many times results in keeping them advised
of matters which are of importance to them.
Let me first take up the subject of advertising. I am very
much in accord with what I understand to be the present attitude
of the American Institute; namely, that direct advertising by the
accountant should be confined to such matter as would be used
in a card announcement, which does not contain wording that
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could be considered a direct solicitation, but is confined to the
accountant’s name, address and possibly the class of work in
which he specializes.
I think, however, that there are many other forms of adver
tising which the accountant may use which are perfectly legiti
mate and which are resultant of much more benefit than any
“direct advertising,” as the term is usually used. I have always
believed that the very best method of advertising was to do every
piece of work so well that the client would believe that his
accountant was the best accountant in the country, or, at least,
that he was as good as any that he could find.
Another form of advertising which I consider ultimately
beneficial is for the auditor to insist on putting out a statement
and report absolutely disclosing the facts as they exist; for him
to make a picture which could not be misunderstood and would
not be misleading. Advertising of this nature does not always
result in immediate benefit and many times results in the auditor’s
becoming temporarily disliked. On the other hand, I have seen
many cases which proved that no better form of advertising
could have been adopted.
Another form of advertising (if I may be permitted to use
the term for this purpose) is membership in clubs, societies, etc.,
which may legitimately bring in business sometimes. It is
undoubtedly true that the standing of the accountant in the
community has a great deal to do with the decision to entrust
him with certain work. Moreover, the larger his acquaintance,
the more chances there are that persons needing his services will
naturally turn to him because they are acquainted with him, and
know that his daily life, principles, standing in the community,
etc., line up to the proper standard. I have always believed that
such memberships were legitimate and something which could
not be condemned in accountancy any more than in any of the
other professions, so long as the acquaintances and friendships
acquired in this manner were not used for direct solicitation.
The aforementioned methods of advertising, as you will note,
omit entirely the use of circular letters (which, as is well known,
has been very frequent in the past), the practice of soliciting
from house to house, and almost from door to door, and personal
solicitation on occasions when it is known that any large piece
of work is to be placed.
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I realize that the principal object of the young accountant
entering the profession is to obtain enough business to keep him
busy, take care of his overhead expense and leave him a profit,
and that confining his efforts to the forms of advertising before
mentioned is rather hard and trying.
Also it has sometimes been a temptation where the young
accountant through no fault of his own has been displaced, for
instance, in the case of a reorganization, by some well-known
concern whose name was better known to investors, for him to
feel perfectly justified in advertising in order to obtain new
clients, even though it was condemned by some of his brother
accountants. Nevertheless, this is an experience which nearly
all accountants have had in early days and, if the young accountant
will always remember that “learn to labor and to wait” is not a
new doctrine, he will be some time in the position of the older
concern and will then feel that he is reaping the reward for the
years of work by which he has built up a reputation. In the end
I believe that the young accountant who starts on this basis will
be better off than the one who uses solicitation, personal letters
and many other forms of advertising which are considered
objectionable by the majority of the profession.
After all the ethical reasons have been discussed regarding
advertising, it seems to me that the practical reason why adver
tising should be confined to very narrow limits is that it is
doubtful if it absolutely pays and whether its continuance, from
the business point of view, does not mean either the lessening of
the net profits of the business or loading the overhead to such
an extent that an additional price must be charged to the client.
I do not think that I have ever met an accountant who could
show me in cold figures that he had received enough business
from advertising to demonstrate absolutely that it was a paying
proposition, although I have seen some who have felt that it was
of indirect benefit enough to justify the expenditure.
For my own part, I believe the value of a card in a directory,
magazine or other publication is found only in the benefit which
it affords the client to trace more easily by larger type the street
address or telephone number of the accountant. As most of our
clients now have secretaries and telephone operators, this is really
working for the benefit of the client’s employees rather than for
the purpose of saving him valuable time individually.
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I have often said to advertising solicitors that I did not want
the class of business which might come from newspaper, maga
zine or directory advertising, as it did not fit in with what I
believed should be the accountant’s scheme of business.
In
making this remark, however, I have intended to say that, if a
man came to my office simply because I happened to be on his
daily path to lunch or to the railroad station and he dropped in
to see me solely to save shoe leather, I did not think there was
much chance of his being a desirable client. If I had a broken
leg, I certainly should not look in a city directory, telephone
directory or a newspaper and call the first physician whose
advertisement caught my eyes, and I have never yet met an
advertising solicitor who would admit that he himself would take
this manner of selecting a physician. As the work of an account
ant is of a confidential and important nature, I have always
believed that the client who was worth while for me to have
must come to me because he believed I had the necessary quali
fications and experience which he required, and not because he
saw an advertisement in some publication.
Let me take up as my next subject the question of our
relations with our brother accountants. I am afraid that in this
respect the one whose toes are trodden upon, either justly or
unjustly, feels that the other fellow is in the wrong, and I must
confess that I have seen many cases in which it was quite a
problem as to the proper course to be pursued. For many years,
whenever a prospective client came into my office and asked me
to take up a piece of work which some other accountant had been
doing, saying that for some reason or other he wished to make
a change, I felt that my attitude should be to apply the “Golden
Rule” and to try to convince him that he would be as well off
to stay with his old accountant as to make a change. While I
have had some success in this respect, it has been so small that
I do not feel proud of my efforts.
I remember two cases, which have happened within the last
few years, where accountants who were very good friends of
mine had been doing work for clients who wished to make a
change. After using all my persuasive powers on these
clients, I thought I had convinced them that they were foolish to
consider making a change and were better off to continue as they
were. Being naturally somewhat modest and not wishing to go
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around to my neighbors and tell them what a good fellow I had
been, there was nothing said about either case for some time.
Later, however, it developed in casual conversation that the clients
had insisted on making a change, with the result that instead of
saving a job for my fellow accountant, it had been lost to both
of us and I had been a very good salesman for a third party. On
the last piece of work that came to the office under similar con
ditions we came to the conclusion that the best thing to do was
not to try to be reformers, but to let the client decide for himself
whom he wanted for auditor and to accept without protest what
came our way, after ascertaining that the change was not
occasioned by the question of compensation.
The question then came up as to what, if anything, should be
said to the other accountant, and our decision was that we had
better say nothing. If we had asked him whether there was any
reason why we should not take the work and he had thought there
was, it would have put us in a position where we should either
have had to argue it out with him and refuse to take the work
or else to take it against his wishes. If we had then been guided
by his wishes, it would have probably resulted in some other
accountants getting the work, and he would still have felt that
perhaps in some way we could have saved it for him.
In another case when we were asked to assist a concern that
wished to change auditors, we made inquiry as to the reason for
making the change and found that the auditor had instructed the
bookkeeper not to furnish statements to the president or treasurer
of the corporation without first submitting them to him. After
this had been done once or twice, the treasurer came to the
conclusion that the bookkeeper was in his employ and not in the
employ of the auditor and that he had better make a change in
auditors. Under these conditions we did not consider it necessary
to ask our fellow accountant if there was any reason why we
should not take the work.
We, therefore, came to the conclusion that the only benefit we
should derive in talking with the other accountant was to find out
whether or not the client was fair in his ideas and dealings and
whether he paid his bills promptly or not. On these points we
felt that we should take the responsibility and not rely on the
other fellow.
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When we consider the perplexing problems with which the
public accountant has been confronted during the past few years,
and on which, in some cases, no two members of the concern for
which he was working could agree among themselves, it is not
to be wondered at that there are occasionally changes of auditors
by clients and that this is by no means to be considered a
reflection on the auditor.
Another instance occurring a short time ago was a request
from one of our brother accountants that we supply the names,
addresses, amount of earnings, federal taxes paid, etc., of some
of our clients which would assist a client of our brother account
ant in making a claim for refund of taxes. It is probably need
less to say that we did not feel that it would be proper for us
to divulge this information and that we politely declined to do so.
The question also arises as to the proper attitude toward our
brother accountants regarding employment of their staff assist
ants who wish to make a change or whom we may wish to engage
for our staff. I believe about all you can say on this subject is
to come as near as possible to using the “Golden Rule” and to
treat the other fellow as you would like to be treated.
I remember a few years ago receiving a telephone answer to
an advertisement that we had put in the daily paper. When the
applicant discovered with whom he was talking, he stated plainly
that he was with a firm whose members were good friends of
ours and that he did not feel free to talk with us. I did not then
know with whom he was associated, but had I known (I after
ward found out who it was) I should have taken the same
position as he did.
On the other hand, we had a call from a young man under
contract with one of our brother accountants. He told us plainly
that the contract did not mean very much to him, but admitted
that it would have meant much to him if the accountant had been
the one wishing to break it. It developed from further conver
sation that the reason this assistant was desirous of making a
change was because his employers had given him an assignment
on which they had occasion to differ with the client as to the
manner in which the balance-sheet should be prepared and he
wished to become associated with some concern where he could
do the work as the client wanted it done. Since his employers
were a concern of high standing in the community, we came to
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the conclusion that the basis of his desire to make a change in
order that he might satisfy the demands of the client would
probably not make him any more pleasing to us than he had been
to his former employer. Needless to say, we did not admire the
professional ethics of the gentleman and had no dealings with him.
In other cases where we were informed by the applicants that
they were leaving concerns in a perfectly satisfactory manner, we
called up the former employers and, in cases where we found the
facts as represented, we have sometimes made the engagements.
I regret to say, however, that we could quote cases where our
brother accountant apparently did not look at the matter in the
same light as we.
There is another matter which, while considered ethical by
many, is contrary to what I believe to be the best practice: that
is, paying another member of the profession a commission or
brokerage for business turned over to him. I should like to touch
upon this subject not from an ethical point of view, but from
what seems to me to be policy and good fellowship.
I have many times had the opportunity to turn work over to
my fellow accountants and generally for one of two reasons:
first, because I was so busy that I could not handle the work; or,
second, because the services to be rendered were of such a nature
that on account of their experience some of my fellow account
ants could render services which would be of more benefit to the
client than those I could give. I have probably turned over more
work for the second reason than for the first, since, being human,
I naturally do not like to see any work, which we are in a
position to handle, turned away from our office. Never, however,
have I asked another accountant, to whom I have turned over
work, to pay me a fee or commission; on the other hand, in the
cases where we have received work in similar circumstances, I
have never offered, nor felt obliged to offer, to pay a commission
to my brother accountant.
I do not know how general the practice is of paying com
missions in these circumstances, but I feel that there should be
enough feeling of self-respect and honor among accountants that,
if services of a special character are needed, which someone else
is better qualified to render, the satisfaction of knowing that one
has acted to the best interest of a client and has also done a favor
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to a fellow accountant should be sufficient reward to him without
looking for a financial consideration.
It would seem that the relation of the accountant to his client
is so well known and established at the present time that com
paratively little need be said about it. The accountant must, of
course, consider his client’s business as absolutely confidential,
unless authorized by him to give out information. He must also
carefully consider how much of the information with which he
is entrusted should be allowed to come to the knowledge of any
of the associates or employees of his client and he should in all
cases conduct himself so that the client will have full confidence
in his judgment, discretion and tact. He must also carefully
draw the line between the purely personal affairs of the client
with which he becomes familiar and his business affairs, which
in many cases are very closely interwoven. He must also be
extremely careful in the case of a corporation or partnership that
he does not allow himself to become involved in anything that
may be to the greater advantage of one of the members of the
concern than another, remembering in a case of this kind that
he is working for the benefit of the entire concern and that his
services may not be used for the personal advantage of any one
particular person to the detriment of another.
In respect to his conduct with his office associates much can be
said, but as a rule it seems to me that he should discuss the affairs
of his client only with his partners and with the members of the
staff who have dealt with the affairs of that client. The indis
criminate dissemination of knowledge of the affairs of the client
among the office force should never be allowed, and great care
should be taken to keep the affairs of each client within as small
a circle as is consistent with doing the work properly and using
an understudy so that the interest of the client may not suffer.
While the accountant is bound to do all that he can for the
interests of his client, and must not only work for his interests
but also protect them, nevertheless, he must remember that he
cannot always work for what the client thinks is for his interest
if it is at the risk of his own reputation. He must bear in mind
at all times that his reputation is the only real capital which he
has as the back-bone of his practice and that, if the client demands
more than he can deliver and still protect his reputation, he is
not bound to sacrifice himself.
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Perhaps I may interject a thought here which is a bit foreign
to the subject. It is that the so-called client is what I have liked
to call the immediate client, but not the ultimate client of the
accountant. While it is true that the so-called client is the one
who pays the bill for the services rendered, nevertheless, the
general credit public is the real ultimate client of the accountant,
and it very plain that, unless his work is performed in such a
way that it is accepted as being trustworthy by the general public,
he is doing no good to his immediate client and will soon be in
a position where he can do no good either to himself or to any
other client. I think, if this latter point were recognized by more
of the accountants in this country, the relationship of the account
ant to his client as well as to the general public would be better
understood.
Another subject which I consider very important is the rela
tionship of the accountant to the employees of his client. It is
very common to find some of the employees with whom the
accountant comes in contact in a more or less dissatisfied frame
of mind, sometimes as a result of environment, sometimes on the
matter of compensation and sometimes from many other matters
on which the human mind is subject to dissatisfaction. The
accountant often has a great opportunity to perform a valuable
service for his client in acting as a peacemaker and creating a
better feeling among the employees. This can sometimes be done
by explaining the viewpoint of the employer otherwise than the
employer can explain it to them himself, because the angle from
which the accountant approaches the subject gives an entirely
different view to the employee. It is undoubtedly true that there
are many cases where, in spite of all the accountant can say or
do, he will find that two temperaments, which will not mix any
better than oil and water, are associated in a business, but when
he can act as peacemaker I think that work of this character renders
a great service to the client as well as to the employee. It has been
my good fortune in many cases not only with employees, but
also with different members of the concern, to take the rôle of
peacemaker to the great moral and financial advantage of the
concern, as well as to the mutual advantage of the several inter
ested parties. We must, of course, remember that we are all
human and none of us is quite 100 per cent. perfect, but if any
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concern is to succeed, its different members must work together
in harmony or else disaster will be the result.
Again, we must recognize that it is entirely ethical for the
client to employ different accountants for different purposes.
Perhaps this has been brought out more clearly during the last
few years with attorneys than it has with accountants. It is not
uncommon at the present time for corporations to have their
regular counsel on what would be called current matters and still
to have another attorney on tax matters, who specializes in that
subject, or to have an attorney on patents who specializes in patent
matters, and so on. For the same reason, therefore, a corporation
may with entire propriety engage one firm of accountants for
auditing and other accountants for various purposes which would
best meet their requirements. This practice creates a great oppor
tunity for the various firms of accountants to work together for
the common good of their client and to use tact in their dealings
not only with each other, but also with the client.
We have known of a number of cases in the last few years where
accountants in small communities who were doing local work have
consulted with their fellow accountants in the larger centers on
matters which had not occurred frequently in their own local
practice, possibly more often on tax matters than on matters of
current work. I have always felt that in cases of this kind the
proper procedure was to be of every assistance possible and to
give the other accountant the advantage of all the experience
and knowledge which I had.
While the examinations which it is necessary to pass in order
that the accountant may obtain a C. P. A. certificate often contain
questions the answers to which will tend to bring out the moral
or ethical point of view of the applicant, it is, nevertheless, sad
but true that, even if the question is answered correctly, it is
impossible for the examiner to look into the future and tell
whether or not the applicant will carry out in his daily practice
with his client the views which he has expressed during the
examination.
I think it needless to say that in no circumstances should the
accountant certify for a client to any statement, exhibit or schedule
or any other form of accounting work, the preparation of which
is not carried on entirely under his own supervision or of that
of a member of his firm or one of his staff. While there have
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been instances of this nature which have undoubtedly come to
the knowledge of many of the profession, I am inclined to think
that this practice is growing less and less and will soon be
absolutely unknown.
Another matter that I think it absolutely necessary for the
principal to avoid is accepting favors from his client. It may
sometimes be a temptation if he is working for a client in a
wholesale business to buy something at wholesale rates for the
sake of saving a few dollars. On the other hand, I think this
puts the principal in the position where he has accepted a favor
from the client and where the client may feel that he has the right
to come back and ask a favor which is entirely proper from his
point of view but would not be proper from the accountant’s point
of view. While I would not refuse to go into a retail store
operated by one of my clients and buy anything that was on sale,
I would never think of buying anything at the factory at
wholesale.
I remember an instance which occurred a few years ago
when one of my clients offered to give me a discount on some
thing I happened to mention an intention of buying, and he
seemed quite hurt at my refusal to accept his offer. At this
particular time he and his partner were carrying on some nego
tiations which had brought about rather strained relations, and
I told him frankly that, if I were to accept the offer from his
hands, I thought his partner would have the right to think that
I was leaning unduly toward him in the matter at issue. By
presenting this matter to him in a tactful manner I was successful
in keeping his friendship and, as he was just as suspicious as
his partner, he came to the conclusion that if I would not accept
favors from him I would not from his partner; and we have
been good friends ever since. There are many times when the
accountant can maintain the proper position with his client if he
will use a fair amount of tact in placing the situation before him,
where otherwise there would be a feeling of resentment and
possibly hostility.
Perhaps a word might not be amiss as to our attitude towards
the other professions. I presume that the two professions with
which the accountant comes most in contact at the present time
are law and engineering.
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My personal opinion concerning the relation of the accountant
to the members of the legal profession is that they can work
together side by side, each attending to his own legitimate part
of the work in hand, to the great benefit of the client. I have
never felt that it was wise for the accountant to try to render
legal services, either in the forming of corporations or the prep
aration of intricate votes for directors or stockholders, or even
in handling, as sole representative, tax matters before the
treasury department. My thought on these matters is that the
accountant has so much to do to keep fully informed on subjects
appertaining to his immediate work that he is getting into a
dangerous field if he attempts legal work on which he has not
the time to keep up-to-date.
I know that there is much difference of opinion among the
members of the profession in this respect and that many of them
feel that they are as competent as members of the legal profession
to deal with many matters of law. It has been my experience,
however, that allowing the lawyer to attend to the legal aspects
of the matter relieves the accountant of a great deal of the
responsibility, gives the client the advantage of all the knowledge
which the lawyer has been accumulating during his practice, and
in the end puts the client in a much stronger position than if his
case were handled entirely by the accountant.
The members of the profession have been called upon during
the last few years to work also with engineers on a great many
problems relating to reorganizations, appraisals, etc., and in most
cases it has seemed to me that both the engineers and the
accountants have been able to work together in harmony and to
material advantage of the client. I question very much whether
an accountant can be a real engineer or whether an engineer can
be a real accountant and whether it is possible to combine both
professions to advantage in one man or in one office. I also
recognize that there will be a variety of opinions on this subject.
Another subject which has been freely discussed is the
propriety of the accountant’s working on a contingent-fee basis.
It is very hard sometimes for a client to understand why the
accountant should not work for a contingent fee. He entirely
loses sight of what should be the accountant’s main object:
namely, to state facts as they exist without thought of any outside
influence or of gain to himself other than his customary fee.
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Another method of compensation that I do not like personally
and that I have always considered a first cousin to a contingent
fee is that of rendering services for a stated annual fee. I am
aware that there is a great deal of work done under these con
ditions and I do not by any means intend to say that it is not
legitimate or that it is the same as working for a contingent fee.
I think, however, that when circumstances make additional time
for investigation necessary, the same temptation is liable to exist
under this condition as occurs where the work is accepted on a
contingent basis. On the other hand, if the accountant happens
to have stated a price for the services which is in excess of what
his daily rates would amount to, it would seem that in order to
maintain the proper attitude toward the client, he should not
feel satisfied to render a bill which is in excess of the value of
the services rendered. After all, we are all human and the com
pensation which we receive must (if we are good business men)
be considered as well as the opportunity which we have for doing
a good piece of work.
Competitive bidding I have always felt it was well to avoid.
It has seemed to me that the accountant should be selected on
account of the particular experience or special knowledge which
he or his staff has in regard to the work in hand, and that he
should be chosen for this reason rather than for his price. It may
be that in some cases the client thinks the work can be done by
one accountant as well as by another, but as a rule I think the
concerns which select accountants that have had the particular
training or experience needed for the required work are better
off than those which think only of the price to be paid. The
effect on the accountant must in many cases be shown in the
character of his work when he makes an under-estimate; therefore
the financial consideration should never be allowed to trouble his
mind at the expense of doing his work to the best advantage.
If the competition among accountants were limited to that
which tended to show who was best qualified for the work, and
the matter of prices were omitted, competition of this kind would
be an incentive to all of us to improve our organizations and our
efforts.
Again, competition among accountants is entirely different
from competition among merchants. In the case of a merchant
the purchaser can see just what he is buying and can obtain a
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sample if necessary to compare with the goods received. Whereas
with the accountant, the services that the client receives are not
as tangible as merchandise and in a great majority of cases the
client is not as familiar with the nature of the service he ought
to receive as he is with merchandise. This places the accountant
upon his honor, even though he has made a disadvantageous com
petitive price, to deliver the services which not only the word
and letter, but also the spirit, of the contract imply, and which in
many cases the client must accept as a matter of faith rather than
as a matter of sight.
I think a word may be said about the attitude of the accountant
in preparing income-tax returns for his clients. Many times a
client may have very strong views, causing a difference of opinion
between himself and his accountant, and the regulations on the
matter may give rise to a reasonable doubt. I have always felt
that in matters of this kind it was perfectly proper for the
accountant to put the best foot forward in favor of his client,
provided he did it in such a manner that the facts of the case
were plainly stated and not befogged or hidden by being grouped
with other matters. In other words, he puts himself in the position
of stating plainly the circumstances he is asking the government
to pass upon and approve and does not hide any facts by merging
or consolidating them in the return.
Something which I think no accountant should allow himself
to do, although unfortunately the practice has prevailed to some
extent during the past few years, is to accept an engagement from
an engineering concern and then allow the engineer to dictate how
the schedules should be prepared. I think we must all recognize
that in the end the revenue agent is bound to find all the essential
facts which are necessary in order to make a return that is very
closely in accord with the regulations, and that any effort to
assist the client by hiding anything will only result in loss of the
accountant’s reputation with the government and will offer no
benefit to the client.
While it is probably impossible for any accountant to prepare
a tax return which, when examined a few years later, will be
passed as entirely correct, it is, nevertheless, possible for him to
use his best effort to make a return so clear and concise that the
government will recognize his honesty of purpose and his desire
to prepare a return that is perfectly clear and represents facts.
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Unfortunately there are times when the accountant may be
accused of conduct that is not ethical when he is not at all at fault.
I remember one instance which occurred to me about fifteen years
ago, when I had audited the accounts of a manufacturer who
was not at the time financially strong, and to whom I had rendered
a report and issued a bank statement. It unfortunately happened
that I had an office on the fifth floor of the building of which the
third floor was occupied by a credit agency, whose manager was
very energetic. This agency had been issuing reports regarding
my client which were not to his liking. In some manner the
manufacturer saw a copy of the agency report which contained
some information that he had considered confidential and, not
knowing where the agency obtained it, he jumped to the conclusion
that, as we were in the same building, it must have come from
us. Needless to say, the information had not come from me or
from my office and it was a number of years before I found out
the reason for losing the audit. I afterward ascertained where
the agency obtained the information but did not take the oppor
tunity to tell my former client. I felt that, if he had lost his
confidence in me to the extent that he would not come and tell
me what he suspected, he was not the kind of client I would care
to have on my books.
While occurrences of this sort are unfortunate and unpleasant,
the really important thing is for the accountant to be sure that
his actions have been entirely beyond criticism and that he has
acted in such a way that he can maintain his self-respect. After
all, the greater part of our lifetime is spent in a more intimate
relation with ourselves than with anyone else and, if, holding up
our own conduct for self-criticism, we can honestly and fairly
show a clean slate, we have a strong chance of justifying it to
anyone else, provided that we are looking at it with the same
degree of judgment and fairness that the accountant is always
supposed to use in the practice of his profession. It is probably
true that the accountant who not only dies regretted and respected,
but also leaves behind him among his fellow accountants a repu
tation for truth and fair and honorable dealings, will be found to
have had a proper respect for the ethics of his profession.
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Proposed Taxation of Stock Dividends
By Walter J. Matherly

The flood of stock dividends during the year 1922 reached
the high-water mark of more than $2,00.0,000,000.1 Since
such dividends are non-taxable under the federal income-tax
law, a demand has arisen in some quarters for the taxation
of corporate surpluses out of which stock dividends are dis
tributed. This demand has found expression in a bill
introduced on February 6, 1923, into the fourth session of the
sixty-seventh congress by Representative Frear of Wisconsin,
proposing a levy on accumulated surpluses or undivided profits
and apparently intended to compel corporations to pay out
all their earnings every year in the form of cash dividends,
making such earnings available for taxation as personal
income. Since, according to press reports appearing on March
29, 1923, Mr. Frear and “members of the ‘progressive’ Repub
lican group in Congress are preparing to fight in the next
session for this legislation,” perhaps it is worth while to
reopen the question of stock dividends and carefully to analyze
Mr. Frear’s proposal. As Mr. Frear’s bill (H. R. 14223) is
very short, it may not be amiss to quote the language in full.
“Be it enacted * * * that section 230 of the revenue act of 1921
is hereby amended by adding a new subdivision at the end thereof as
follows: (3) in addition to the taxes herein above provided there shall be
levied, collected and paid, for each of the taxable years 1917, 1918, 1919,
1920,1921,1922, and for each year thereafter on that portion of the net income
for any such year of every corporation, not distributed in the form of
cash dividends, a tax upon the amount of such net income for such year
in excess of the credits provided in section 236, and a further deduction
of $3,000 for such year at the following rates: five per centum of the
amount of such excess not exceeding $20,000; ten per centum of the
amount of such excess not exceeding $100,000; fifteen per centum of the
amount of such excess not exceeding $200,000; and twenty per centum
on all of such excess above $200,000: provided, that if any of such
undistributed profits are taxed as above provided and the corporation
shall have, after the payment of such tax, distributed in money any of
the profits upon which this tax has been paid, then the corporation shall
be entitled, in its next income-tax return, to a credit upon its tax so
returned to the extent and amount of the tax which it has paid under
the provisions of this subdivision.”

Since this proposed legislation is evidently intended to
strike at stock dividends either by taxing the accumulated
1 See the author’s article entitled “Last Year’s Flood of Stock Dividends,” in
The Annalist for March 12, 1923.
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surpluses out of which non-taxable stock dividends are declared
or by forcing the distribution of such surpluses in the form of
taxable cash dividends, it is necessary to examine stock divi
dends very closely and see whether or not they represent total
or permanent escape from taxation. Do stock dividends escape
from their share of the burden of taxation? Are they a species
of tax evasion, as. some people would have us believe? The
answer must be in the negative.
To begin with, stock dividends are not real dividends at
all. Indeed they are just the opposite of dividends, as the
supreme court pointed out in the case of Eisner vs. Macomber.
They merely represent permanent retention of the profits in
the business. They in no way involve a distribution to the
stockholders. The shareholders’ equity is absolutely unchanged.
The asset side of the balance-sheet remains unaffected. Even
the total of the liability side retains its original status. The
only change is a charge to the surplus account and a concurrent
credit to the capital-stock account. The final result is that
the stockholder’s interest “is simply cut up into a greater
number of aliquot parts.” While he may have four certificates
instead of two, he has no larger interest in the business and
no greater claim to corporate assets.
Due to these elementary principles of accounting, stock
dividends are correctly held to be non-taxable under the
income-tax law. But this does not mean that they are abso
lutely tax-free nor that they permanently escape taxation.
Since shareholders are not subject to normal taxes on income
from corporate enterprises any way, the only possible evasion
is an evasion to the extent of surtaxes. But even this is only
partial and temporary, since the federal government taxes
corporations directly and since stockholders must pay a tax
on capital gains when the stock received as dividends is sold.
That stock dividends only partly escape from taxation is
proved by the fact that under the law an income tax is levied
directly on corporate concerns. This tax is assessed upon
the net income of incorporated companies and represents a
flat rate of twelve and one-half per cent. Corporations whose
net profits do not exceed $25,000 are allowed an exemption
of $2,000; but for those concerns whose profits are in excess
of that amount there is no exemption allowed. The tax must
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be paid whether the net earnings are retained in the business
and transferred to the surplus account or distributed to the
stockholders in the form of cash dividends. Consequently,
stock dividends and the corporate surpluses out of which
they are declared pass through the door of taxable income
once, bearing rather than escaping their share of taxation,
and the only evasion that can possibly occur is a partial
evasion with reference to surtaxes.
In addition to the flat rate of twelve and one-half per
cent. on the net income of corporations, which takes the place
of the normal tax of four per cent. up to $4,000 and eight
per cent. above that amount for individuals and partnerships,
there is a federal capital-stock tax imposed on corporations
for the privilege of doing business. This tax takes the form
of a levy of “$1.00 for each full $1,000 of the average fair
value of the capital stock for the year preceding the taxable
year in excess of the exemption of $5,000.” Thus the federal
government places not only an income tax but also a capital
stock tax on American corporations; and, not content with
these taxes, there are those who would impose further taxes.
But even the partial escape of stock dividends from sur
taxes is only temporary. When stock received as dividends is sold,
it is subject to the tax on capital gains. For example, suppose A
buys on January 1, 1921, 2,000 shares of stock in a corporation
at a par value of $100, making the total cost of the shares
$200,000, and that during the next two years the company,
after paying reasonable cash dividends, builds up a surplus
to the amount of $200,000 against these shares. This would
make A’s stock worth approximately $200 a share or
$400,000. Again, suppose the corporation declares on January
1, 1923, a stock dividend of 100 per cent. Instead of 2,000
shares, A would now have 4,000 and the market value of the
shares would tend to drop to the original price of $100, the
government losing in the process the surtaxes which would
have been payable in case the $200,000 had come to him in
cash.
Moreover, suppose a month or two after A receives his
stock dividend of 2,000 shares or 100 per cent., he decides to
sell all his stock. He places it on the market and gets $100
a share for the whole 4,000 shares or a total of $400,000.
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Under the income-tax act, he is assumed to have secured a
capital gain and is taxed accordingly. In computing the
capital gain, the cost of each share is deemed to be $200,000
(the original cost) divided by 4,000 (the sum of the old and
new shares) which equals $50. Since he has sold 4,000 shares,
the cost is $200,000. Since he has sold his shares at the
market price of $100 each, the total amount received 'is
$400,000. The difference between the cost price and the sales
price, or $200,000, represents his taxable capital gains and is
exactly equal to the amount originally diverted from personal
taxable income. The same method is followed in calculating
the capital gains on any portion of the stock which he sells.
Under the law, what tax is he compelled to pay on such
capital gains? He has two alternatives. He can choose the
benefit of the twelve-and-one-half per cent. tax on net capital
gains or he can choose the regular normal and surtaxes. If
he chooses the first, he will pay twelve and one-half per cent.
of $200,000, or $25,000. If he chooses the second, he will pay
the normal tax of four per cent. on the first $4,000 and eight
per cent. on the remaining $196,000 plus the surtaxes on the
whole $200,000, all of which are equal to $86,800. If he had
received the $200,000 in cash dividends, he would have been
subject only to surtaxes and would have paid $70,690. There
fore, if he accepts the first alternative, the government loses
$61,800 as against the second, and $45,960 as against what it
would have collected on cash dividends. If he selects the
second alternative, the government secures $15,840 more than
it would have collected on cash dividends. Naturally, one
would expect A to select the first method; but if he accepts
the first, he cannot deduct capital losses, whereas if he accepts
the second, he can deduct such losses. Consequently, if he
has had any capital losses during the year in which the stock
is sold, he will accept the second. But whichever alternative
he chooses, his stock dividends come under the income-tax
system, bearing rather than escaping the burden of taxation.
Since stock dividends are already subjected to their full
share of taxation, Representative Frear’s bill taxing corporate
surpluses out of which stock dividends arise or any other
proposal with similar intent is unnecessary. Why try to tax
a thing which is thought to evade taxation when it is already
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taxed? What is the value in attempting to remedy an evil
that is imaginary? This is exactly what Mr. Frear and his
colleagues would do. In their efforts, they are more or less
fighting a straw man. Unless the present income-tax arrange
ment is changed, there are already adequate provisions for
eradicating the alleged evils of stock dividends, and further
legislation is a waste of time.
In addition to the fact that it is unnecessary, Mr. Frear’s
proposed law is opposed to the principles of corporation
finance. In the successful management of every corporate
enterprise, it is essential to put back into the business every
year a large part of the current earnings. It is an extremely
short-sighted policy to pay out in annual dividends everything
that is earned. Edmond Lincoln very forcefully argues that
“it is absolutely essential at all times to pay out less than is
earned and in good years to ‘plow’ in a large proportion of
the earnings in order to strengthen the company for the
inevitable lean years.”2
Likewise, Professor Mead, after laying sound rules, first
as to the payment of dividends in the early history of the
corporation and second as to the management of expense
accounts, says: “The third rule or principle which we find to
govern the dividend policy of well-managed companies is to
pay out in cash dividends only a portion of the balance of
income remaining in any year available for distribution to
stockholders. Even after a large surplus has been accumu
lated to safeguard the dividend rate, and with the most careful
management of depreciation and renewal accounts, the amount
of this ‘balance for dividend’ is subject to wide fluctuations,
which, in view of the desirability of maintaining a fixed rate
of dividends, makes the distribution of the entire amount in
any year unwise.”3 These conclusions are so sound that it
hardly seems necessary to offer any further proof. Thus any
proposal to tax corporate surpluses is opposed to sound finan
cial policy and is in direct conflict with the principles of safe
financial management.
Again, Mr. Frear’s bill involves double taxation. If it
were enacted the national government would be taxing the
2 Applied Business Finance, 1923. p. 174.
3 Corporation Finance. Fourth edition. 1920. p. 225.
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same thing twice. Since corporations are already required to
pay a flat rate of twelve and one-half per cent. on their net
income, an additional tax of from five to twenty per cent.
(depending upon the amount) on that portion of the net
income retained in the business and transferred to surplus
would be equivalent to placing a double burden upon the
same income or property by the same civil unit. This we
have always designated in this country as duplicate taxation
and have always looked upon it as inequitable and unjus
tifiable.
But it may be objected that under Representative Frear’s
proposed legislation, corporations do not necessarily have to
pay the tax. If they care to, they can escape by paying out
all their surplus in the form of cash dividends. In fact, this
seems to be the exact purpose of the bill, since it would
prevent the distribution of non-taxable stock dividends and
would make the cash dividends available for surtaxes as
personal income in the hands of stockholders. But even this
is a sort of double taxation. While it is perfectly clear that
the corporation and the shareholders are separate legal entities,
nevertheless, when they are both taxed on substantially the
same thing, there is double taxation.
According to the revenue act, the partnership’s existence
as an independent entity is ignored and only the partners are
taxed. The same is true with reference to the individual enter
prise. Why, then, tax both the corporation and the share
holders when both the partners and the partnership and the
individual and the single enterprise are not taxed? While there
is a legal difference between corporations and partnerships and
single enterprises, yet there is no essential economic difference.
To tax both the corporation and the shareholders is like taxing
a bank on the interest accruing in favor of its depositors and
in addition taxing the balance to the depositors; or it is like
levying on the income in the hands of trustees and then also
levying on the same income paid to beneficiaries. If such
things were done, we would consider it highly inequitable;
yet we follow substantially such a method of procedure in the
case of corporations. Consequently, whether incorporated
concerns under the proposed law paid the tax and retained
their surpluses or paid out the surpluses and made them taxable
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under the surtaxes as individual income to the stockholders,
the law in effect would be productive of duplicate taxation.
Finally, Representative Frear’s proposed legislation ignores
the subsequent history of a great many corporate enterprises
which accumulated surpluses during the war years. Since it
calls for the taxation of corporate surpluses from 1917 to 1922
and each year thereafter, it leaves out of consideration entirely
the large number of corporations that had their profits of
earlier war years almost wholly wiped out by big deficits
during 1920-21 when post-war depression set in. As illustra
tions of this, one needs to glance only at the annual reports of
such concerns as B. F. Goodrich Co., American Rolling Mill
Co. and General Motors Corporation. In other words, were
corporate surpluses subjected to a tax dating back to 1917,
a multitude of corporations would be compelled to pay heavy
taxes on the surplus earnings of former years in spite of the
fact that they suffered huge losses in later years, giving up
practically all gains accruing from the period of war-time
prosperity.
The proposed taxation of stock dividends, then, is unsound.
Like the surtax itself, it is productive of double taxation. It
is directly opposed to the principles of corporation finance.
It is unnecessary under the present income-tax system, since
stock dividends do not permanently escape from taxation and
since corporate surpluses out of which stock dividends are
declared are already subject to a net-corporate-income tax and a
capital-stock tax.

103

Selling Securities to Employees
By Julius E. Rhodes
“Any corporation may, with the consent of the stockholders either
under such restrictions as they shall impose, or upon such terms and for
such consideration as they shall direct, issue any part or all of its unissued
stock or additional stock authorized pursuant to section 22 or section 62
of this chapter to employees of a corporation or to employees of a
subsidiary corporation.”—Laws of New York, 1921, chapter 361.

Due to this recent legislation, there has been a widespread
demand by employees to purchase stock of their respective
companies. Various representative concerns have launched issues
of stock to tide over the influx of demand of their employees.
Five distinct advantages offered to employees of a public
utility corporation are:
1. To make the employees and the company actual partners
financially as well as partners in community advancement.
2. To obtain capital for construction purposes in order to
provide greater service.
3. To provide a sound investment for the capital and savings
of citizens.
4. To maintain good public relations.
5. To bring about the distribution of earnings (or wages paid
to capital) among employees.
The sale of stock to employees of a corporation is usually
regarded as a device for profit-sharing and as fundamentally a
method of cultivating the goodwill of employees rather than a
method solely of raising capital. Stock-sellers have always been
instructed to inculcate into the minds of employees the principle
that investment is a multiplier of thrift—as Benjamin Franklin
said, “A man’s heart is where his interests are.”
Since the inauguration of this stock-plan there have been
several concessions offered to employees. These are:
1. Permission to purchase at less than market value stock
offered by a corporation.
2. Payment on the instalment plan or payment made by
deductions from salary and wages in monthly or weekly instal
ments.
3. Should the company offer to its stockholders rights to
subscribe to new issues of its stock prior to the date when the
final instalment payments (as described in 2) become due, the
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company will credit the subscriber with the average value of such
“rights.” This credit will operate to diminish the amount to be
paid in cash by the subscriber.
Two sound selling arguments from the viewpoint of the stock
salesman are safety and yield; but there should be extreme care
never to make rash promises as to profits, privileges or resales.
Salesmen have been instructed to abstain from criticizing other
securities or even urging that other securities be dropped. There
should be no prediction as to the trend or prospective develop
ments of the market.
It is questionable whether a company is justified in selling
stock to its employees to raise new capital. Certainly, company
officers who would encourage employee ownership as a means of
securing funds for “emergency” purposes should be severely
censured. Questions have been raised regarding the sale of
common stock to employees during a period of depression in order
to secure working capital. It is conclusively proven that such
methods are precarious and the results may be disastrous for both
employees and officers of a corporation.
The company which purposes to sell stock to its employees
assumes a serious obligation. It should, in the first place, care
fully instruct its employees as to the significance of “ownership”
in the business and should explain to them the essential factors
of business organization. In many cases employee ownership has
been placed on a largely philanthropic basis and may be classed
under the head of “profit-sharing” or “welfare-work.” There
are instances in which the aim has been purely one of profitsharing and it has been thought more advisable or perhaps has
been more convenient to distribute the profits of the company in
the form of stock than in the form of cash payments. There
have been two important arguments employed in favor of the
stock-part-payment plan:
1. To give the employee a share of the profits of the business,
the amount being based usually on the amount of his earnings or
the length of his service.
2. To urge the employee to become a stockholder and thus
become a part-owner of the business thereby receiving a share
of the profits of the business as a result of his stock ownership.
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The effects are:
1. The plan tends to retain employees in the service of the
company, because it increases their interest in the corporation.
The costs of high labor turnover are thereby reduced.
2. It serves as an incentive for better service since the employee
shares in the success of the company.
3. It enables the corporation to secure funds more easily and
cheaply.
4. The employee saves the expense of commission incurred in
purchasing stock from brokers.
5. The employee is provided for in case of illness—payments
may be suspended until stipulated date.
6. If an employee ceases to be in the service of the corporation,
his subscription will be canceled and the total amount paid by
him by deductions from salary or wages plus interest at the rate
of 7 per cent. (General Electric Co.) will be refunded.
The plan worked out well in a large food-products house
which had lost many highly trained executives because of more
attractive salaries offered them in other plants.
It is further necessary to warn employees against the evils of
speculation.
Simplicity and clarity are absolutely essential to a successful
operation of the plan. The employee must know exactly what
he may expect in a financial way and exactly what limitations are
imposed upon him. This will educate employees to read the finan
cial pages of the newspapers, to interpret the balance-sheets and
financial statements published by the concern and to become versed
in questions of the trade market and the particular business of
the organization.
As a rule employees should not be encouraged to buy anything
but an “investment” interest in the business. That is, the company
should sell them preferred stock rather than common stock. This
preferred stock should also carry with it carefully worked-out
protective provisions applying to the common stock for the benefit
of the preferred stockholders. The decision in this matter will
depend largely on the nature of the company and its record of
past earnings.
Absolute impartiality and the careful avoidance of any compul
sion are essential to the success of any plan which may be adopted.
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The American Telephone & Telegraph Co. has issued an employee
stock plan. On page four of this stock plan the following appears
under section 9.
“No employee is under any obligation to purchase stock.
The present standing and future prospects of an employee
will not be affected in the least degree by his decision as
to the purchase of stock.”
From a stock plan offered by the General Electric Co. the
following is taken:
“Employees are under no obligation whatever to make
subscription in accordance with this plan.”
Some companies, whose labor problem is a serious one because
of their relatively large number of employees, have encouraged
employee ownership with a view to preventing strikes or discour
aging the formation or the joining of unions by their employees.
In other words, it is more useful as a means of labor management
than as a device for raising capital. Many concerns have hoped
to decrease their labor turnover by making an owner out of the
employee. Other companies have had uppermost in mind the fact
that, during the period of inflated wages, overtime work and the
like, the efficiency of employees begins to be much curtailed,
partly because of the attitude of the workers themselves. It was
felt that if these workers could be given an investment interest
in the business, they could more readily understand its financial
operations and, seeing the direct relation existing between the
effectiveness of labor and profits available for dividends, would
work with a better will and increasingly to the advantage of all
concerned. Furthermore, there has undoubtedly been the desire
on the part of the management to educate the employees
as to the problems and methods of business. Many employers
have rightly surmised that the only sure method of adjusting
industrial differences and lowering the cost of living is through
a patient campaign of education to bring the worker to a point
where he will understand the economic principles involved in the
production and the distribution of wealth.
With the benefits and advantages derived from the plan there
have loomed up several disadvantages which tend to nullify the
benefits.
Employees sometimes regard the plan as a species of pater
nalism and resent it. They may consider it a scheme to lull
them to repose or to weaken their labor organization. They
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sometimes say that the average employee can never earn enough
to make him feel as though he were a partner in the business. In
short, it does not reduce labor turnover nor increase employee
“esprit de corps.”
Directors fearing to incur the displeasure of employees may
fail to pass dividends when conservative financial policy indicates
such action. This weakens the corporation financially.
Five members of the board of directors of the Philadelphia
Rapid Transit Co. had threatened to remove from office the
president, I. T. Mitten. The 3,000 employees rallied and cast their
ballots in his favor. The result was a clean-cut victory. Had the
employees not been partners financially, there would have been
another story to relate. The board of directors demanded his
removal but I. T. Mitten retained his office of president and laid
down specific requirements for the benefit of all the shareholders:
1. That the railroad must be divorced from politics and must
give
2. Adequate transportation.
3. It must recognize the efforts of motormen and conductors by
increased wages as increased efficiency will permit.
4. The company must build up the property and insure the
investors a return upon the $30,000,000 of actually paid-in capital.
5. Ownership in the hands of the employees separately is much
safer than in the hands of single wealthy individuals because it
discourages manipulation and waste. Organized speculation on
the part of employees is provided against by the rules and require
ments set forth by the various stock-plans. With this principle
in mind it naturally follows that employees who have the minimum
amount of capital available will be opposed to the idea of taking
any risk beyond their limit. Whereas capitalists who have
the cash and credit available will be sure to grasp any opportunity
to make a profit.
The following is a group of large representative organizations
of both industrial and public-utility nature, all of which have
launched with more or less success the employee stock plan:
The United States Steel Corporation.
1. Issued stock at $81.00 sale price.
2. Shares were given in proportion to salaries.
(a) Salary of $795 or less entitled to 1 share.
(g) Salary of $10,000 to $32,000 entitled to 15 shares.
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3. Payments to be made on instalment plan or by deductions
from wages or salaries.
4. A bonus of certain percentage is given to those who hold a
share of stock for 5 years.
(January, 1921.)
Eastman Kodak Co., Rochester, N. Y.
1. Issued 10,000 shares of stock, par value $100.00.
2. Employees having served from January 1, 1918, for two
years or over and not more than five years are allowed the
privilege of purchasing stock at two (2) per cent. of their
total wages earned for five years.
3. Payments to be made in instalments.
(January 28, 1921.)
Standard Oil Co. of New Jersey.
1. Stock sale price fixed at $155.00.
2. Employees allowed to subscribe for stock up to 20 per cent.
of their salary.
3. For every dollar so subscribed the company will pay addi
tional 50 cents.
(January 28, 1921.)
Montana Power Co.
1. Sale price of share of stock fixed at $53.
2. Payments to be made on the following terms: twenty per
cent. down; balance annually.
(1920-21.)
Midvale Steel & Ordnance Co.
1. In 1920, 8,000 shares of stock were sold to employees at the
rate of $50 a share. In 1921, 6,000 shares of stock were
sold at the rate of $35 a share. In the latter case the quota
was oversubscribed.
Bell Securities Co.
(Affiliated with the N. Y. Telephone Co.)
The Bell Securities Co., a subsidiary of the American Telephone
& Telegraph Co. was formed for the purpose of selling securities
of all the subsidiaries to employees and subscribers. The following
is a statement of the president of the American Tel. & Tel. Co.:
“To the employees:
“Under the first stock plan and its extension, 22,155
employees have become stockholders owning 104,781 shares,
and under the second stock plan 41,325 employees are now
paying the instalments which will entitle them to owner
ship of 174,500 shares.
“William B. Thayer, President.
“May 21, 1921.”
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Of the many subsidiaries affected by this plan, two may be
mentioned here:
1. Southwestern Bell Co., of Texas.
2. On August 5, 1922, it issued preferred stock at par, seven
per cent., amounting to $5,800,000.
3. Distribution was made:
63 per cent, to switchboard girls.
19 per cent, to mechanics and pole workers.
18 per cent. to clerks in the administrative office.
1. Chesapeake & Potomac Telephone Co.
2. Three million issue 7 per cent. preferred stock.
3. Eighty-five per cent. was controlled by switchboard girls.
4. Quota was oversubscribed.
(May 1, 1922.)
Since 1921, there has been a great addition to the number of
shareholders on the books of the American Tel. & Tel. Co. The
last figures, May, 1923, are:
46,000 fully paid shareholders.
94,000 partly paid shareholders.

150,000 total number of shareholders.
United Drug Co. March, 1914.
1. Sponsored by retail druggists to sell stock to their clerks
and employees.
2. Preferred stock at $55.
3. Oversubscribed.
Pacific Gas & Electric Co.
1. Public utility company.
2. Purpose of community advancement.
3. Issue of $6,300,000 at 7 per cent.
4. Oversubscribed.
Dennison Manufacturing Co. (Framingham, Mass.).
1. Established 1844.
2. On the basis of an average cash dividend on outstanding
industrial stock, employees would receive 10 per cent.
3. The following is a table of development of employee owner
ship :
Shares distributed No. of employees
March, 1913
15,122
167
44
1914
18,604
211
"
1915
12,779
218
44
1916
12,884
228
"
1917
43,752
260
44
1918
19,015
288
44
1919
30,740
320
44
1920
57,363
364
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General Electric Co.
1. Plan inaugurated October 14, 1920.
2. Present fixed subscription price for one share of stock,
$116. There has been deducted from this amount a credit
of $20 offered to all subscribers.
3. Privileges of subscribing for one to 10 shares of stock.
4. Employees may withdraw at any time and will receive total
amount of money paid in.
With these specific instances as precedents, there can be no
doubt that if rightly employed, with careful planning and cautious
administration, with absolute integrity on the part of the manage
ment and a vital interest in the welfare of the workers, a company
can accomplish highly satisfactory results through the encourage
ment of the sale of stock to employees.
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EDITORIAL
In a recent bulletin of the American Insti
tute of Accountants the attention of
members was drawn to the fact that
several important organizations of busi
ness men have recently been giving
attention to the nature of appointment of receivers in bankruptcy.
It was stated that there seems to be a general feeling that in
many instances a lawyer is not the best qualified person for
appointment as receiver and that there is indication of a growing
feeling that the most suitable receiver is a person skilled in
general business and particularly in the accounting features of
business. This fact is well recognized in Great Britain, and it
is hoped that in this country those charged with the appointment
of receivers or trustees in bankruptcy will soon come to the
conclusion that in most cases accountants would be better able
to administer the affairs of bankrupts than would any other class
of men. As an illustration of the extent to which accountants
act in these capacities it may be recorded that in 1921, according
to the annual of the British board of trade, public accountants
were appointed in 852 bankruptcies and an “official receiver”
was appointed in 156 bankruptcies. The official receiver acts as
trustee and receiver unless the creditors vote for a public
accountant or other person not holding government office. Under
deeds of arrangement registered for compositions with creditors
accountants were appointed in 1,368 cases. In 1921 the percentage
of debtors’ valuations of assets realized by accountants acting
Accountants as
Receivers and
Trustees
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as trustees was 83.3 per cent. The costs of trusteeship were
19.51 per cent. of the gross amount realized.
Lawyers are not usually appointed in
Great Britain as trustees and receivers.
The creditors prefer that a public
accountant should act in this capacity and
a small committee of two or three creditors generally cooperates
with the accountant in the winding up of the business. The
creditors control the proceedings in about 85 per cent. of the cases.
In the other 15 per cent. the appointment of an official receiver (who
is an officer of the high court of justice) is usually to punish
the debtor. Such official receiver may ignore the wishes of the
creditors, who have no control over him, as he takes his orders
from the high court. As a matter of fact, that usually means
that he administers the affairs without interference of any kind.
The only way in which lawyers are employed in British bank
ruptcies is in the presentation of petitions in bankruptcy, drawing
deeds of arrangement with creditors and acting as legal counsellors
in a very restricted degree for the trustee. Special applications
to the court by official receivers or to the creditors by accountants
acting as trustees must be made before lawyers may be employed
by trustees in bankruptcy. The official reports of the inspector
general in bankruptcies show only two kinds of trustees, namely,
official receivers and non-official trustees. British creditors appear
to have a pronounced preference for accountants as trustees in
the belief that accountants will work in cooperation with the
creditors and thus bring about the best adjustment possible in
the circumstances. These facts should be impressed upon the
American business man and also upon courts. It is not certain
that trusteeships or receiverships are likely to prove the most
lucrative part of an accountant’s practice, but in the interest of
the public the man best fitted to administer affairs should be
appointed, and the old theory of appointing friends of the court
or political lame ducks which has sometimes prevailed should be
entirely abandoned. When all is said and done the purpose of
proceedings in bankruptcy and administration of bankrupt estates
should be the protection of the creditor rather than the personal
glory and emolument of the one appointed administrator.

Lawyers Not
Chosen
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When President Taft appointed his com
mission on economy and efficiency it was
generally hailed as a first step toward the
establishment of business principles in the
conduct of the nation’s greatest business—its government. From
the time of the fathers it had been customary to allow the business
of the United States to conduct itself, guided and misguided only
by the whims and ambitions of politicians, chiefly those on Capitol
hill. There was a general fear that the recommendations to be
made by the commission after its investigation would be
respectfully received, ostensibly considered and ultimately, pigeon
holed. Investigations extended over several years and the
recommendations made were murderous in their attack upon the
inefficiency of both plan and personnel of some government
departments. There was consternation in the heart of many a
grumbling civil servant and there was profound contempt for
theorists expressed by those who had been wont to visit the pork
barrel. The general fears for a time were justified. Recom
mendations made were placed carefully out of sight; and we went
on our accustomed way. The war, however, brought a revival
of interest in economy, and recommendations which had been
forgotten were dragged out into the light of day. They seemed
to offer a means of saving the financial situation and once again
they were given consideration. After the war, when we began to
count the cost, these recommendations and others were of
necessity considered for the third time, and at last budget legis
lation was passed to the dismay of a few but the rejoicing of
the many. It has always seemed absurd that the government of
what is fond of describing itself as one of the most progressive
business nations should be the only civilized government conducted
without a budget. We did not know how much loss was entailed
in the lack of a definite system. Even today we do not know
exactly what it has cost us to be unbusiness-like, and we probably
shall never know. For our peace of mind and for our respect
for our political ancestors it is as well that we should not.
The country has recently been much
impressed by the hopeful figures uttered
Effects Now
by the secretary of the treasury and by
Appear
every prospect of substantial reduction
of the national debt at a time far earlier than had been expected.
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The credit for this is largely due to the very able administration
of Secretary Mellon, but it would have been impossible without
the establishment of a budgetary system. In a recent statement
by the chairman of the appropriations committee of the house of
representatives it is said that government expenditures will shortly
be reduced to a normal basis. He believes that the government
will soon be conducted at a cost of $850,000,000 to $900,000,000
for all civil activities not including the army and navy and interest
on the public debt nor the fixed charges caused by the war. The
post-office department is excluded from the expenditures, since
that service is practically self-sustaining. The chairman of the
committee believes that within a year or two the total expendi
tures of all kinds will be brought down to $3,400,000,000, whereas
in recent years it has been commonly asserted that the government
would require at least $4,000,000,000 per annum. Reviewing
the effect of budget administration the chairman says: “No other
country in the world has accomplished what we have accomplished.
The cutting down of expenditures ought to be reflected very
soon in reduced taxes. Just what reductions in taxes should be
made is for congress to say. That is not a matter over which
the appropriations committee has control. The only way to keep
from excessive expenditures is to keep the treasury about evenly
balanced. In other words when there is a surplus taxes should
be reduced accordingly.” And, we may add, the only way to
keep the treasury about evenly balanced is to continue the appli
cation of a fair and sensible budget system. Comment upon the
great success of the budget system has been made by the president
of the United States, whose words express with peculiar force
the nation’s feeling of satisfaction. He said:
“Action by congress on the estimates for 1924 therefore amounted
to practical ratification of the budget and the supplemental estimates.
This, in itself, shows how carefully, how painstakingly were the
estimates prepared and is a source of much gratification to the chief
executive. It is the first time in many years that executive requests
for appropriations and legislative grant have been in practical accord.
“The coming fiscal year will afford us a real opportunity to demon
strate our ability to carry on the policy of economy in the conduct of
business and retrenchment in expenditures. Congress has granted for
that year funds approximately in the amounts requested by the chief
executive as being necessary to carry on the government’s business.
To accomplish what is necessary to be done with a limited amount
of funds, as will be the case this coming fiscal year, and at the same
time effect savings, I realize will call for further and greater demands
upon your ability, a closer scrutiny of your activities and the instal
lation generally of more efficient methods. Let us here resolve that
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we will establish in federal operation, not only for the coming, but for
succeeding years an earnest, friendly competition between the nation’s
multitudinous operating agencies—competition for the honor of
achieving the maximum result with the minimum of expenditure.”

Series of hearings have been held in
Washington before the interstate com
merce commission, at which the whole
subject of physical valuation of railroads
has been under discussion. This is a question in which account
ants are so intimately concerned that we presume every practitioner
has followed carefully the arguments for and against the
commission’s method of valuation. We do not pretend that the
commission’s plan is perfect and it is quite likely that some gross
injustices have been wrought by it and others will follow, but
when one turns to the arguments adduced by some opponents
appearing at the hearing the strength of the commission’s position
seems increased. For example, it was contended that the
commission was bound to ascertain and use, in placing a value on
railroads, estimates of the actual investment made in acquiring
and constructing transportation properties. It was urged that
where books were not available or were untrustworthy the
commission should assemble engineering experts to determine
actual costs. Further it was urged that such first costs should
not be allowed to include excess payments made to contractors
or others because of bad or dishonest management or for enhance
ment of profits. It is just a little distressing to learn that there
are those who would credit the railroads only with a valuation
based upon cost when the actual outlay involved in replacement
would far exceed such a figure. Our commonest topic of
conversation in street and office is the high cost of commodities.
The greater part of the railroads’ property was acquired prior
to 1917, and yet we are calmly told that the railroads must be
content with earnings based upon a valuation which everyone
knows is utterly untrue. The time when the railroads could
maintain a strangle-hold on the public throat is long past. The
cry for justice now should come not from the public but from
the transportation companies and we earnestly hope that efforts
to establish valuations on an utterly unfair basis will be futile.

Valuation of
Railroads

116

Editorial
Interest of accountants generally attaches
to the results of examinations of appli
cants for C. P. A. registration and to the
gradually increasing number of applicants.
As an illustration the results of the May examinations conducted
by the Institute may be cited. There are 33 states now holding
examinations under the plan of cooperation devised by the
American Institute of Accountants and, of these, 27 had candi
dates in May. Other than applicants for admission to the
Institute there were 607 applying for C. P. A. registration in
these 27 states, of whom 143 passed, 140 were conditioned in one
subject and 324 failed. In other words, rather less than half
who sat for the examinations achieved any success whatever. It
is generally admitted that the examinations prepared by the
Institute are fair tests of a man’s ability and that a qualified
accountant or one sufficiently trained in accounting to merit his
inclusion in the ranks of practitioners should be able to satisfy
the examiners’ requirements. Why then do 50 per cent. of the
applicants fail? It may be assumed that the ratings given to
applicants are quite fair; accordingly there must be 50 per cent.
of those applying who are insufficiently trained or have not the
natural aptitude for accounting which is necessary to success.
Members of some state boards have expressed the opinion that
large numbers of persons apply for registration in the hope of
obtaining useful experience by writing examinations in which
they do not expect to succeed at first. Inadequate courses in
accounting, some of them supported by flamboyant advertising,
are also responsible for a considerable number of failures.
Men and women who have no real reason to believe themselves
qualified are misled by the specious promises made in behalf of
some accounting courses. In addition there is the desire on the
part of many to obtain entrance into a profession which seems
to offer a rate of compensation higher than others. These three
are the principal causes for the failure of more than half the
applicants. In all probability there will never be a time when
a much greater percentage of success will be achieved. It has
been said that an examination held throughout the country leading
to success or part success of 40 per cent. of the candidates may be
regarded as satisfactory. It is noteworthy that in most of the
Institute examinations the percentage hovers around the 40 mark.

Examination
Results
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Applicants for admission to the Institute attain a much greater
percentage of success, but this is due to the fact that the Institute
for admission to its examinations demands experience greater
than is required by most state boards.
The committee on professional ethics of
the American Institute of Accountants
receives frequently requests for expres
sions of opinion as to what is the proper
course to be pursued by accountants in certain given circumstances.
A difficulty that is quite a common occurrence was expressed
recently as follows:
A Point of
Ethics

“Would the submission of uncertified or unsigned statements
containing material misrepresentation of fact be likely to mislead
persons who knew that those statements were prepared by one upon
whose integrity and ability they depend? Would these persons be
justified in assuming that the absence of any qualification or explana
tion indicates that erroneous practices formerly complained of by the
person making the statements had been corrected?”

The reply to this inquiry by the chairman of the committee
is presented for the consideration of our readers:
“It is my personal view that both wisdom and moral duty require
something more than failure to certify and that repeated and contin
uous attention should be called to the items in respect of which there
is material uncertainty or known inaccuracy. This viewpoint is
dictated by the thought that the accountant is charged with the duty,
not only of telling the truth, but of telling the whole truth in such
manner as to leave no reasonable doubt that his report reveals all of
the essential facts. I cannot assume to speak for the Institute, but
my own professional conscience would require me to earmark and
call attention to all items in statements which are at variance with the
facts, so long as my connection with the enterprise impressed me with
responsibility for the preparation of its reports.”

Elsewhere in this issue of The Journal
of Accountancy we are glad to be able
to publish a paper written by Herbert F.
French of Boston dealing with the general subject of ethics in
the accounting profession. The paper was read at a regional
meeting of the New England section of the American Institute
of Accountants and was received with a cordiality which its
merits amply justified. There has been so much said and written
on the subject of ethics that at first glance it would appear diffi
cult to say anything new, but we suggest that all readers of this
magazine give careful consideration to the views expressed by
Mr. French. The whole paper is conceived in a spirit of thought
Professional Ethics
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for the other fellow which is the ultimate essence of all codes
of ethics. Mr. French takes as his text the golden rule and
expounds most effectively its application, not only in the instances
commonly known, but in other ways not directly covered by any
fixed rule of conduct so far promulgated. There may be one or
two points upon which there will be a difference of opinion as
to the exact application of ethical principles, but there can be no
division on the fundamental questions enunciated.
And, by the way, speaking of Poland
Springs and its regional meeting raises a
question which will be of interest to all
members of the. Institute and to those many other persons con
cerned in accounting who are in the habit or should be in the
habit of attending regional meetings. There has always been
difficulty in determining how great a part of a meeting should
be devoted to professional matters and how great a part to
recreation. In a place so delightful as Poland Springs and having
a golf course of unusual attraction the difficulty is more pronounced
than ever. At the meeting in June most of the time was set
aside for golf and kindred things and there were some benighted
souls who felt that a moment snatched from golf for professional
matters was a moment distorted from its proper purpose. Others
no doubt would have spent the full two days in profound delib
eration on the many points which arise in the practice of the
profession. Meetings held in the winter and during times of
unfavorable weather do not present half of the problem which
is encountered in the summer. The same trouble in apportion
ment of time to professional and recreational events arises at the
annual meetings of the Institute which under the constitution
must be held in September. It is a matter to which many members
of the Institute have given thought. Perhaps the majority will
agree that the first purpose of a meeting is professional discussion.
This is particularly true in the case of men who come long
distances to attend meetings. As a solution, at least in part, it
might be desirable to devote all the mornings and evenings to
strictly professional affairs leaving the afternoons free for those
to whom the call of the golf course is irresistible. We make this
suggestion in the hope that readers of The Journal of
At Poland Springs
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Accountancy will express their views for the aid and guidance
of committees having arrangements in hand.
One of the greatest difficulties which con
fronts every professional man who wishes
to keep abreast of the times is the tracing
of literature dealing with any particular professional matter upon
which he may be asked to express an opinion. In the case of
lawyers this difficulty is overcome by the excellent indexes which
have been published and are currently published. The engin
eering profession is also assisted by similar publications; but the
accountant until recently has been compelled to rely upon his own
memory or his own private filing system. Within the last twenty
years there has appeared a mass of accounting literature both in
America and Great Britain with all of which the accountant must
be more or less in touch. Much of the writing on accounting
subjects has been unimportant, but it is almost inconceivable that
any book or magazine article dealing with a technical subject
would be entirely devoid of fact or comment which might be
of interest. It is not possible for the accountant to acquire every
bit of literature dealing with his profession and its technique.
Only in rare cases can an accounting firm afford the time and
space which a complete library would demand. It was with this
thought in mind that the endowment fund of the American Insti
tute of Accountants was partly invested in the Accountants' Index
published about two years ago. Many of our readers are familiar
with this monumental work, but recently questions have been
asked which lead to the belief that the value and usefulness of
the Index are not fully understood. For this reason we draw
attention to the Index in the hope that those who have not availed
themselves of its advantages will do so. The book was published
at great cost after compilation by the librarian of the Institute.
and a supplement bringing the matter up to June 30, 1923, is now
in course of preparation and will be issued early in the fall under
authority of the council of the Institute.
Finding the Source

Some confusion seems to have arisen in
What the Index Is
the minds of accountants and others as to
the exact nature of the Index. It is not
and does not profess to be an encyclopaedia, although on such
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subjects as depreciation, depletion, etc., it is encyclopaedic in
character. The purpose of the book is to provide a key to what
has been written. As an example, if an accountant is called upon
to investigate the affairs of a company engaged, let us say, in the
manufacture of wood-working machinery, it is necessary that he
should be acquainted with what has been said on the subject by
others who are more familiar than he with the detail of the
industry. Such a man may turn to his Accountants’ Index and
find in it a reference to and brief description of all that has
been written in the English language up to January 1, 1921. With
the supplement which is to be issued he will be able to find all
references up to June 30, 1923, and as time goes on subsequent
supplements will enable him to keep up with the procession.
Many of the leading accountants of the country have expressed
the opinion that the Index is the most valuable contribution to
accounting literature of recent years, and it is quite certain that
there is no book more constantly in use in many offices. The
advertising pages of The Journal of Accountancy contain
details in regard to the purchase price of the book, but this note
is written in the hope that attention may be intelligently directed
to the exact nature of the book and the method of its use.

We have been requested to draw attention
to the fact that by a resolution of the
council of the Institute the bulletins pub
lished by the library of the Institute are
now available for persons other than members. These bulletins
deal with a wide variety of accounting subjects. They contain
chiefly answers to questions asked by members and answered by
other members on points not covered by any previously existing
writing. As a rule the bulletins appear every second month and
consist of from eight to twenty-four pages of text. Their circu
lation has been restricted heretofore to the membership of the
Institute and to a few university schools which have made special
request for permission to place the matter in their libraries, The
bulletins are not to be regarded as official expressions of opinion
by the Institute. They merely reflect the views of two or three
accountants whose experience has been such as to enable them to
answer the questions asked on certain specific subjects. The
Institute therefore does not necessarily endorse the views

Library Bulletins
of the Institute
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expressed, but it is believed that in the great majority of cases
the advice given to inquirers is well worthy of consideration.
The price of the bulletins to persons outside the membership of
the Institute is 10 cents a copy. Requests for copies should be
addressed to the librarian of the American Institute of Accountants.
The annual meeting of the American
Institute of Accountants is to be held at
the New Washington Hotel, Washington,
'D. C., on Tuesday and Wednesday,
September 18th and 19th. The usual council meetings on the
Monday preceding and the Thursday following these dates will
be held at the same place. On the Monday there will be the
customary meeting of the members of the Institute’s board of
examiners and members of state boards of accountancy, at which
subjects dealing not only with the plan of cooperation between the
Institute and state boards but also with general questions of
examination and procedure will be under discussion. Everyone
who has an interest in the progress of professional accountancy
is welcome to attend the open sessions and it is hoped that there
will be an attendance even larger than usual. Papers which will
be read are now in course of preparation and the committee on
meetings promises several nationally prominent speakers at the
banquet and possibly at the business sessions. Full information
in regard to the meeting may be obtained from the offices of the
Institute or from the chairman of the committee on meetings,
Frank Lowson, 1319 F. Street, N. W., Washington, D. C.
Annual Meeting
of the Institute

Hornblowers
Wanted

The Kansas City Star recently published
the following advertisement:
WANTED: Accountant and bookkeeper;
one who can play clarinet or cornet.

Possibly this is one of the results of the new rule against adver
tising by written word. What is wanted now is someone who
can blow his own horn and also perform for the benefit of the firm.
It is reminiscent of a stage direction in Hamlet, “Hautboys play.
The dumb show enters.”
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Edited by Stephen G. Rusk

In the auditing of tax returns carried on by the treasury department,
a taxpayer is subjected to much extra work and worry in revealing
additional facts as to his taxable income, not theretofore disclosed by
the return submitted by him. Very frequently he finds as a result of his
answering the questions propounded to him, that he is about to be assessed
with an additional tax. Some of these additional assessments are not
justified or justifiable and arise from a misapprehension of the facts in
the case. The taxpayer’s first impulse in such an instance is to take the
first train to Washington and have it out with the commissioner. If he
yields to his impulse he is likely to incur unnecessary expense. The
revenue act provides the rules for appealing against these assessments, and
one of the rules is to the effect that the time for a hearing is to be set by the
commissioner. If the taxpayer then studies the rules for appeals and
hearings, he is struck with what seem to him unnecessary technicalities
that must be observed before his tax question can be settled. To the
ordinary taxpayer these rules seem to be given more importance by the
treasury department than are the merits of his case. He knows that if
the error is not revealed to the taxing officers he is likely to pay out a
considerable additional tax, and this fact, of course, looms much larger
to him than do the rules governing the manner and time in which his
appeal is to be made. However, when he takes time to consider that the
treasury department is doing business with several million individuals
like himself and that many of them have like questions to be solved, he
generally decides that the rules of procedure are really a protection of
his interests. At this stage of his education in tax matters he begins to
take great interest in sections 250 and 252 of the revenue act, and article
1006 of regulations 62 becomes reading matter of more than ordinary
interest to him. Several treasury decisions recently issued (which will be
published in next month’s issue of The Journal of Accountancy) apper
taining to appeals and hearings, claims for abatement, claims for refund,
enjoining the collector from assessment of tax, etc., must be read if one is to
keep in touch with procedure prescribed for such cases.
Treasury decision 3472 comprehends a decision by Judge Thompson of
the district court of the United States, eastern district of Pennsylvania,
with reference to the subject of depletion. The New Creek Co., the plain
tiff, which had leased its mining property, contended that the royalty it
received from the lessee for ore mined in 1917 should all be considered
depletion and therefore deducted it in computing taxable income. Its
contention was based on the assumption that the royalty received was a
return of capital. In the facts set up it was shown that the company
acquired the property from which the coal was mined in 1851; that at
March 1, 1913, the property had a fair value of $199,875.00 and that the
unmined coal underlying its property approximated 9,057,640 tons. These
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figures give a depletion rate of $0.022067 a ton. Inasmuch as the company
was receiving a royalty of 40 cents a ton, it will be seen that the difference
between the taxpayer and the collector of internal revenue as to the
amount of depletion was not altogether one of principle.
From the viewpoint of the accountant it would seem that the plaintiff
was not well advised in making such a claim, as it is difficult to conceive
of a corporation’s management considering that the mineral rights would
be let upon a basis of obtaining only a return of its capital investment in
any year and especially in the year 1917. However, it is interesting to note
that this is not the first case that has been tested in court to establish the
theory that the royalty received by a lessor of mineral rights really
measures the amount of depletion of the investment in the mineral body.

TREASURY RULINGS
(T. D. 3472—May 3, 1923)
Income tax—Revenue act of 1916 as amended—Decision of court.
1. Income Tax—Income—Royalties from Ore Lands.
The entire amount of royalties received by the lessor of a coal mine
for the right to extract coal from the land is gross income.
2. Deductions—Depletion.
A mining corporation which, in consideration of certain royalties,
grants to another the right to extract ore from its land is not entitled as
an inherent right to any deduction from income in the nature of a depletion
allowance in computing its net income for income-tax purposes; hence only
such depletion may be allowed as is specifically provided for by the taxing
statute.
3. Depletion—Regulations.
The depletion allowance prescribed by articles 171 and 172 of regula
tions No. 33 (revised) is a reasonable one and applies to a mine owner
who leases ore lands on a royalty basis as well as to one who himself
mines and sells the ore.
4. Same—Measure.
The value of the ore in place in the year in which it is mined is not
the proper measure of depletion in the case of a lessor of mines.
The attached decision of the United States district court for the
eastern district of Pennsylvania in the case of New Creek Co. v. Lederer,
collector, is published for the information of internal-revenue officers and
others concerned.
District Court of the United States, Eastern District of
Pennsylvania.
New Creek Co., plaintiff, v. Ephraim Lederer, collector of internal revenue
for the first district of Pennsylvania, defendant.
[April 3, 1923]
Thompson, district judge: The plaintiff sues to recover from the
defendant the sum of $5,952.80 with interest from July 19, 1920, income
and excess-profits tax for 1917, paid under protest, and alleged to have
been unlawfully exacted. The facts not being in dispute, the parties have
set them out in a case stated.
The plaintiff in 1851 became the owner of coal lands situate in what
are now Mineral and Elk counties, W. Va. On March 1, 1913, it was the
owner of part of that land which had been found to be underlaid with
coal. The land was leased for coal mining on a royalty basis and during
1917 93,515.18 tons were mined for which the plaintiff received in royalties
$37,565.25. In making its return for income tax the plaintiff charged that
entire amount to depletion. The plaintiff had no interest in the mine
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equipment and the entire plant and machinery and all labor employed for
the operation of the mines were furnished by the lessees. The fair market
value of the coal land as of March 1, 1913, was $199,875 and the quantity
of unmined coal underlying the land estimated as of March 1, 1913, was
9,057,640.32 tons.
The commissioner of internal revenue held that, under the provisions
of the revenue act of 1916, as amended by the revenue act of 1917, the
deduction for depletion allowable per ton mined was represented by the
quotient found by dividing the total estimated number of tons of unmined
coal on March 1, 1913, into the sum representing the fair market value of
the lands as of that date, or $0,022,067 per ton. On that basis the plaintiff
was allowed for depletion in 1917 the sum of $2,063.60 and the commissioner
thereupon assessed additional income and excess-profits tax amounting to
$5,952.87. That sum was paid by the plaintiff under protest on July 19,
1920. Claim for refund was duly made and rejected and suit brought.
The revenue act of 1916 provides as follows:
Sec. 12 (a). In the case of a corporation, * * * such net income
shall be ascertained by deducting from the gross amount of its income
received within the year from all sources—
Second. * * * (b) in the case of mines a reasonable allowance
for depletion thereof not to exceed the market value in the mine of the
product thereof which has been mined and sold during the year for which
the return and computation are made, such reasonable allowance to be
made in * * * (b) under rules and regulations to be prescribed by the
secretary of the treasury: Provided, That when the allowance authorized
* * * (b) shall equal the capital originally invested, or in case of
purchase made prior to March first, nineteen hundred and thirteen, the
fair market value as of that date, no further allowance shall be made, * * *
Under the authority of the act, the secretary of the treasury prescribed
rules and regulations the substance of which, as set forth in articles 171
and 172, permit the taxpayer to deduct in the year in which mined the
actual market value as of March 1, 1913, of the coal mined during the
taxable year based upon its proportion of the value of the entire estimated
quantity in place as of March 1, 1913.
It is provided in article 172 of the regulations that the value as of
March 1, 1913—must be determined upon the basis of the salable value en
bloc as of that date of the entire deposit of minerals contained in the
property owned, exclusive of the improvements and development work;
that is, the price at which the natural deposits or mineral property as an
entirety in its then condition could have been disposed of for cash or its
equivalent.
The en bloc value having been thus ascertained, an estimate of the
number of units (tons, pounds, etc.) should be made. The en bloc value
divided by the estimated number of units in the property will determine
the per unit value, or amount of capital applicable to each unit, which,
multiplied by the number of units mined and sold during any one year,
will determine the sum which will constitute an allowable deduction from
the gross income of that year on account of depletion.
Deductions computed on a like basis may be made from year to year
during the ownership under which the value was determined until the
aggregate en bloc value as of March 1, 1913, of the mine or mineral deposits
shall have been extinguished, after which no further deduction on account
of depletion with respect to this property will be allowed to the individual
or corporation under whose ownership the en bloc value was determined.
*********
* * * The value determined and set up as of March 1, 1913, or the
cost of the property if acquired subsequent to that date will be the basis
for determining the depletion deduction for all subsequent years during
the ownership under which the value was fixed, and during such ownership
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there can be no revaluation for the purpose of this deduction if it should
be found that the estimated quantity of the mineral deposit was under
stated at the time the value was fixed or at the time the property was
acquired.
The plaintiff contends (1) that these rules and regulations do not
properly apply to the owner leasing the land on a royalty basis but only
to an owner who himself mines and recovers the coal; (2) that, if they do
apply, they are illegal and void because under the rules and regulations a
reasonable allowance for depreciation can not be fixed as required by the
revenue act; (3) that the actual depletion in any year is the amount of
royalty the mine owner receives and that it is unnecessary and unreasonable
to resort to any artificial method of arbitrary valuation such as is described
in the regulations in order to determine depletion.
The plaintiff contends that the royalty paid for each ton mined repre
sented the value of the coal in the ground when it was mined; that,
therefore, it had no element of profit in it but represented merely the naked
value of coal which was part of the land at the moment when it was
removed therefrom; that the royalties were, therefore, principal and not
income. The question whether the proceeds of minerals taken out of the
land by mining constitute income has been decided adversely to the
plaintiff’s contention in cases arising under revenue laws passed prior to
the adoption of the 16th amendment. The corporation excise tax act of
1909 laid a tax with respect to the carrying on or doing of business by
corporations' to be measured by their net income after certain deductions.
It was under consideration in the case of Stratton’s Independence v.
Howbert (231 U. S. 399). It was there held that in fixing the income by
which the excise on conducting business should be measured, congress has
power to fix the gross income even though such income involves a wasting
of the capital as in mining ores, and that the proper method of computing
depreciation by reason of taking ore from the premises of a mining
corporation is not governed by the rules applicable to the liability of
trespassers for taking ore. In that case the contention of the plaintiffs
was that the depreciation was the difference between the gross proceeds
of the sales of ores during the year and the monies expended in extracting,
mining, and marketing the ores. The tax in that case was assessed against
a corporation owning and operating its own mines, and the contention of
the plaintiff was that the actual value of the ore extracted after deducting
all the expenses of operation and labor was not a proper basis for a method
of taxation, because the company was merely occupied in converting its
capital assets from one form into another. That is essentially the con
tention of the plaintiff in this case and, in view of the decision in Stratton’s
Independence followed by Von Baumbach v. Sargent Land Co. (242 U. S.
503), and Goldfield Consolidated Mines Co. v. United States (247 U. S.
126), the question is no longer open to discussion.
Under the revenue act of 1916 the purpose of congress was to tax
the profits from mining; that is, the income derived from mining after
deducting the value of the ore in place and, if owned prior to March 1,
1913, the market value as of that date. This same principle is applied in
relation to other income, such as profits upon sales of land, stocks and
bonds, or other personal property.
I can see no substantial difference as taxable income between income
derived from royalties and that derived from the proceeds from sale of
minerals taken out of the land by the owner. In the latter case the
owner has not separated the mineral rights from the ownership of the
land, while in the former case he has transferred those rights to the use
of another subject to payment of royalties. When he mines the ore himself
he separates the mineral from the land and receives as the proceeds thereof
the entire sales price of the ore and, after deducting the cost of mining,
transportation, and sale of the ore, he has left its value as it was taken
from the ground. When he executes a lease to another of the mining
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rights he receives the same thing; that is, the net present value of the
ore, the other expenses being paid by the lessees. In either case the net
present value of the ore is subject for taxation purposes to a deduction
of its value in the land, as of March 1, 1913. The methods applied by the
regulations of the secretary of the treasury for arriving at this figure as
the net income is not in any manner inconsistent with the provisions of
the revenue act, and I am unable to agree with the contention of the
plaintiff that they are arbitrary or unreasonable. Upon the facts agreed
upon in the case stated, the plaintiff has not, in my opinion, set up a good
cause of action.
Judgment may be entered for the defendant with costs.

Benjamin J. Hurwitz and George L. Brutman announce the formation
of the firm of Hurwitz, Brutman & Co., with offices at 1140 Broadway,
New York.

M. D. Bachrach & Co. announce the removal of their office to
Farmers Bank building, Pittsburgh, Pennsylvania.
Billings, Prouty & Tompkins announce the removal of their Des Moines
offices to 710-720 Commonwealth building.

Sternrich & Siegel announce the removal of their offices to 24
Branford place, Newark, New Jersey.
Bernard Metal & Co. announce the removal of their offices to 10
North Clark street, Chicago, Illinois.

J. M. Jordan announces the opening of an office in St. James building,
Jacksonville, Florida.

J. A. Rogers announces the removal of his office to 614 Millsaps building,
Jackson, Mississippi.
Harold R. Starkman announces the opening of an office at 50 Broad
street, New York.
Charles F. Treeby announces the opening of an office at 10 Alipore
Road, Delhi, India.

George N. Janis announces the removal of his office to 303 Fifth
avenue, New York.
Martin L. Bennett announces the removal of his office to 305 Broad
way, New York.

Albert F. Young announces the opening of an office at 120 Broadway,
New York.
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Edited by H. A. Finney

INSTITUTE EXAMINATIONS
(Note — The fact that these solutions appear in The Journal of
Accountancy should not lead the reader to assume that they are the
official solutions of the American Institute of Accountants. They repre
sent merely the personal opinion of the editor of the Students’ Department.)
ACCOUNTING THEORY AND PRACTICE—PART II
May 17, 1923, 1 P. M. to 6 P. M.
Answer questions 1, 2, 3, 4 and either 5 or 6.
No. 1 (35 points) :
The X Machine Company received its charter and commenced business
on January 2, 1922. The production of machines started July 1, 1922.
The business consists of the manufacture and sale of a standard
machine, 200 of which have been sold to date at a uniform price of $500
each, through agents who receive a commission of 15%, payable ⅓ on
receipt of order,
on shipment of goods and ⅓ on payment of bill.
The general manager and the sales manager have individual agreements
with the company by which the former is to receive a commission of 10%
and the latter a commission of 6% on net profits after provision for federal
taxes.
There are issued 100,000 shares no-par-value common stock for
“services” but no value is shown on the books of the company nor in the
minutes.
Trial balances are given as of January 2, June 30 and December 31,
1922, prior to closing.
Prepare a balance-sheet as at December 31, 1922, and profit-and-loss
statement for the year, making all necessary adjustments, capitalizing such
items of expense as appear to you applicable to development and setting
up a reserve for federal taxes computed on the basis of 12½% of net profit
with the statutory deduction of $2,000.
TRIAL BALANCES (BEFORE CLOSING)

Debits
Cash ........................................................ .......
Accounts receivable (trade)...................
Prepaid insurance ..................................
Tools .......................................................
Machinery and equipment .......................
Office furniture and fixtures ................
Patents applied for ................................
Organization expense ............................
Labor .......................................................
Purchases ................................................
Administrative and office salaries .......
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------------- 1922 ------------June 30 Dec. 31
Jan. 2
$ 50,000 $ 33,468 $ 22,646
26,500
1,427
1,125
6,511
4,287
23,411
34,768
1,-450
1,400
1,127
1,327
2,371
2,371
9,675
26,506
4,650
2,420

Students’ Department
Debits (continued)

Jan. 2
Rent of factory ...............................................
Agents’ commissions .......................................
Royalties .........................................................
Telephone and telegraph ................................
Postage ............................................................
Light, heat and power ....................................
Insurance .........................................................
Automobile expense .......................................
Engineering salaries ......................................
Magazine advertising .....................................
Entertainment ................................................
Office stationery and supplies .......................
Traveling .........................................................
Miscellaneous expense ....................................
Returned sales ......................................... ,...
Depreciation ....................................................

— 1922 June 30 Dec. 31
$ 1,000 $ 3,000
750
15,000
1,030
147
387
37
86
125
580
50
350
147
330
1,367
2,850
1,500
1,825
287
119
377
622
227
527
115
388
1,000
2,137

$ 50,000 $ 75,570 $168,230

Credits
Capital stock preferred ..................................
Accounts payable (trade) ............................
Notes payable (banks) ................................
Interest earned ...............................................
Discount on purchases ....................................
Sale of scrap ...................................................
Sales ................................................................
Accounts payable, agents................................
Capital stock, common (100,000 shares) ....
Reserve for depreciation..................................

$ 50,000 $ 62,500 $ 86,000
12,425
13,145
7,500
145
365
288
120
52,500
500
6,175
2,137

$ 50,000 $ 75,570 $168,230
The inventory at December 31, 1922, was valued at $13,290.

Solution:

In the following working papers the organization expenses, the factory
expenses prior to June 30th and the general expenses during the same
period prior to the beginning of operations are shown as being capitalized
or deferred. The selling expenses of this period are not deferred but are
charged against the profits of the second half of the year. There is room
for a great variety of opinions as to how far to go in this problem in
exercising the privilege of deferring or capitalizing the expenses of the
development period.
It will also be noticed that one-sixth of the total deferred expense is
written off against the profits of the year. This is admittedly an arbitrary
procedure, but it is done on the theory that such deferred expenditures
should be disposed of during the first three years after operations begin.
As operations during the first year covered only six months, or half a year,
one-sixth is written off.
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ANALYSIS OF COMMISSIONS

Total charge to commissions and credit to agents (per books) :
Sales: $500.00 X 200 =................................... $100,000.00
Multiply by commission rate...........................
15% $ 15,000.00
Charges to agents for payments to them:
On receipt of orders : 5% of $100,000.00 ......... $ 5,000.00
On shipment:
Credit to sales ..................... $ 52,500.00
Less returned sales ..............
1,000.00

5% of ....................................

51,500.00

2,575.00

On payment of bill:
Charges to customers...
52,500.00
Less credits for returns .......
1,000.00
Net charge ...........................
Less balance still uncollected.

51,500.00
26,500.00

5% of collections of................. 25,000.00

1,250.00

Total charges to agents ..................................

8,825.00

Balance of agents’ account per books....................

$ 6,175.00

This balance is supposed to represent the liability to agents for unpaid
commissions, which will not become due until goods are shipped and
accounts collected. The real balance due to agents is:
5% of accounts receivable of $26,500.00 .......
$ 1,325.00
10% of sales not shipped:
Total sales ................................................ $100,000.00
Sales shipped ............................................
52,500.00

10% of .......................................................
True liability to agents ...................................

47,500.00

4,750.00

$ 6,075.00

This indicates that $100.00 is to be charged to agents and credited to
commissions, to adjust these accounts.
There is no information as to whether the 5% paid to agents on receipt
of the orders for the two machines which have been returned by customers
is recoverable or not. Hence no adjustment is made for the item.
Commissions of 15% on the $47,500.00 of orders not shipped are to be
deferred until the profit is taken up on these sales. This deferred com
mission amounts to $7,125.00.
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T he X Machine Company
Working papers for the year ended December 31, 1922
Trial
Trial
balance
balance
Items
Manufac
_____________________________ June 30____ Dec. 31
capitalized Adjustments turing
Selling
Cash .......................................... $ 33,468.00 $ 22,646.00
Accounts receivable (trade) ...
26,500.00
Prepaid insurance ....................
1,125.00
1,427.00
Tools .........................................
4,287.00
6,511.00
Machinery and equipment ....
23,411.00
34,768.00
Office furniture and fixtures ...
1,400.00
1,450.00
Patents applied for .................
1,127.00
1,327.00
Organization expense ..............
2,371.00
2,371.00 $2,371.00
L ab o r .........................................
9,675.00
$ 9,675.00
Purchases ................................
26,506.00
26,506.00
Adm. and office salaries ..........
2,420.00
4,650.00
2,420.00
Rent of factory .......................
1,000.00
3,000.00
1,000.00
2,000.00
Agents’ commissions ..............
750.00
15,000.00
$ 100.00*
$ 7,775.00
Royalties ..................................
1,030.00
1,030.00
Telephone and telegraph .........
147.00
387.00
147.00
Postage .....................................
37.00
86.00
37.00
Light, heat and pow er .............
125.00
580.00
125.00
455.00
Insurance .................................
50.00
350.00
50.00
300.00
Automobile expense ................
147.00
330.00
147.00
Engineering salaries ................
1,367.00
2,850.00
1,367.00
1,483.00
Magazine advertising ..............
1,500.00
1,825.00
1,825.00
Entertainment ..........................
119.00
287.00
287.00
Office stationery and supplies ..
377.00
622.00
377.00
Traveling ..................................
227.00
527.00
527.00
Miscellaneous expense ............
115.00
388.00
115.00
Return sales ......................................
1,000.00
1,000.00
273.00

245.00

183.00

240.00
49.00

2,230.00

Profitand-loss

7,125.00

1,427.00
6,511.00
34,768.00
1,450.00
1,327.00

$ 22,646.00
26,500.00

Balancesheet
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2,137.00

balance
Dec. 31

Trial

.......

* Indicates red.

Net profit before bonuses and federal

Net profit on sales ..................

Cost of goods manufactured ..

ta x . .

$ 75,570.00 $168,230.00

Capital stock, preferred .......... $ 62,500.00 $ 86,000.00
Capital stock, common .............
0.00
Accounts payable (trade) .......
12,425.00
13,145.00
Notes payable (b an k s) .............
7,500.00
Interest earned .........................
145.00
365.00
Discount on purchases ............
288.00
Sale of scrap ...........................
120.00
Sales .........................................
52,500.00
Accounts payable (agents) ....
500.00
6,175.00
Reserve for depreciation .........
2,137.00

Inventory, December 31

$

$0.00

100.00

43,466.00

120.00*

2,137.00

Items
Manufac
capitalized Adjustments turing

Total capitalized as organization expense—1/6 written off $ 8,156.00

$ 75,570.00 $168,230.00

balance
_____________________________ June 30
Depreciation ______________

Trial

$ 10,910.00

43,466.00

52,500.00*

13,290.00*

Selling

T he X Machine Company
Working papers for the year ended December 31, 1922—continued

$ 6,984.00

10,910.00*

365.00*
288.00*

1,359.00

Profitand-loss

$121,841.00

6,984.00

6,075.00
2,137.00

0.00
13,145.00
7,500.00

$ 86,000.00

$121,841.00

13,290.00

6,797.00

Balancesheet
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Before the required statements can be prepared it is necessary to
compute the bonuses, due the general manager and the sales manager, and
the federal taxes. As is usually the case with bonus agreements, the
terms of the agreement are indefinite. The problem indicates clearly
enough that the taxes are to be considered an expense in determining the
profits subject to the bonuses, and the bonuses are to be considered an
expense in finding the profits subject to tax. But are the bonuses to be
considered an expense before determining the net profits subject to the
bonus? Until this point is settled two solutions are possible. Hence the
bonuses and the tax will be computed on both assumptions.

(1) Computation of bonuses and tax on the assumption that the
bonuses are not to be considered an expense in determining the
profits subject to the bonuses; i. e., that the profits are net before
deducting the bonuses.

Let B = sum of the two bonuses.
Let T = federal taxes.
(1)
B = .16 ($6,984.00 — T)
(2)
B = $1,117.44 — .16T
(3)
T = .125 ($6,984.00 — $2,000.00 — B)
(4)
T = $873.00 — $250.00 — .125B
(5)
T = $623.00 — .125B
Substituting the value of T in (5) for T in (2) :
(6)
B = $1,117.44 — .16 ($623.00 — .125B)
(7)
B = $1,117.44 — ($99.68 — .02B)
(8)
B = $1,117.44 — $99.68 + .02B
(9)
.98B = $1,017.76
(10)
B = $1,038.53
The general manager’s bonus = 10/16 of $1,038.53 = $649.08
The sales manager’s bonus = 6/16 of $1,038.53 = $389.45
(3)
T = .125 ($6,984.00 — $2,000.00 — B)
(11)
T = .125 ($6,984.00 — $2,000.00 — $1,038.53)
(12)
T = .125 X $3,945.47
(13)
T = $493.18
Proof:
Profits before tax and bonus .........................
Deduct tax ..............................................................

$6,984.00
493.18

Profits subject to bonuses ......................................
Multiply by .............................................................

6,490.82
16%

Bonuses (as above) ................................................

$1,038.53

Profits before tax and bonus ................................

$6,984.00
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Deduct: Statutory deduction..................................
Bonuses ............................................................

$2,000.00
1,038.53 $3,038.53

Profits subject to tax ...........................................
Multiply by .............................................................

3,945.47
12%%

Tax (as above) .....................................................

$ 493.18

(2) Computation of bonuses and tax on the assumption that the
bonuses are to be considered an expense in. determining the profits
subject to the bonuses; i. e., that the profits are not net until after
deducting the bonuses. (Statements made on this assumption.)

Let B = sum of the two bonuses.
Let T = federal tax.
(1)
B = .16 ($6,984.00 — B — T)
(2)
B = $1,117.44 — .16B — .16T
(3)
1.16B = $1,117.44 — .16T
(4)
T = .125 ($6,984.00 — $2,000.00 — B)
(5)
T = $873.00 — $250.00 — .125B
(6)
T = $623.00 — .125B
Substituting the value of T in (6) for T in (3) :
(7)
1.16B = $1,117.44 — .16 ($623.00 — .125B)
(8)
1.16B = $1,117.44 — ($99.68 — .02B)
(9)
1.16B = $1,117.44 — $99.68 +.02B
(10) 1.16B + .02B = $1,117.44 — $99.68
(11)
1.14B = $1,017.76
(12)
B = $892.77
The bonus to the general manager = 10/16 of $892.77 = $557.98
The bonus to the sales manager = 6/16 of $892.77 = $334.79.
(4)
T = .125 ($6,984.00 — $2,000.00 — B)
(13)
T = .125 ($6,984.00 — $2,000.00 — $892.77)
(14)
T = .125 X $4,091.23
(15)
T = $511.40
Proof:

Profits before tax and bonuses..............................
$6,984.00
Deduct: Tax ........................................................... $ 511.40
Bonuses .......................................................
892.77 1,404.17

Net profit on which bonuses are based ................
Multiply by ............................................................

5,579.83
16%

Total bonuses (as above) .......................................

$ 892.77
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The X Machine Company
Profit-and-loss statement for the year ended December 31, 1922
Gross sales ................................................................................... $ 52,500.00
Deduct returned sales .....................................................................
1,000.00

Net sales ..........
Deduct cost of goods sold:
Purchases ............................ $ 26,506.00
Less sales of scrap .............
120.00 $ 26,386.00
Labor ...........................................
Manufacturing expenses:
Rent of factory ........... $ 2,000.00
Royalties .............................
1,030.00
Light, heat and power.........
455.00
Insurance ..............................
300.00
Engineering salaries.............
1,483.00
Depreciation .........................
2,137.00
Total ...........................................
Deduct inventory, December 31, 1922

Gross profit on sales .........................
Deduct selling expenses:
Agents’ commissions ..................
Magazine advertising ................
Entertainment ............................
Traveling ....................................
Sales manager’s bonus (second
computation) ........................
Net profit on sales..............................
Deduct general expenses:
Administrative and office salaries
Telephone and telegraph............
Postage ........................................
Automobile expense ....................
Office stationery and supplies ..
Miscellaneous expense................
General manager’s bonus...........
Net profit from operations................
Add miscellaneous income:
Interest earned ....................
Discount on purchases................

Total ...................................................
Deduct: One-sixth of organization expense
Federal taxes ..............................
Net profit carried to surplus.............
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51,500.00

9,675.00

7,405.00

43,466.00
13,290.00

30,176.00

21,324.00
7,775.00
1,825.00
287.00
527.00

334.79

10,748.79

10,575.21

2,230.00
240.00
49.00
183.00
245.00
273.00
557.98

3,777.98

6,797.23
365.00
288.00

653.00

7,450.23
1,359.00
511.40

1,870.40
$ 5,579.83
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The X Machine Company
Balance-sheet, December 31, 1922
ASSETS

Current assets:
Cash .................................................................. $
Accounts receivable (trade) ...........................
Inventory ..........................................................
Fixed assets:
Tools..................................................................
Office furniture and fixtures ...........................
Machinery and equipment....................................

Total ...........................................................
Less reserve for depreciation ....................
Net ..............................................................
Patents applied for...........................................

Deferred charges:
Insurance ................
Agents’ commissions
Organization expense

22,646.00
26,500.00
13,290.00 $ 62,436.00
6,511.00
1,450.00
34,768.00

42,729.00
2,137.00

40,592.00
1,327.00

41,919.00

1,427.00
7,125.00
6,797.00

15,349.00
$119,704.00

LIABILITIES

Current liabilities:
Accounts payable (trade) ................................
Notes payable (banks) ....................................
Agents’ commissions .......................................
Bonus to general manager .............................
Bonus to sales manager ..................................
Federal tax liability .........................................

Capital:
Capital stock:
Preferred ...................................................
Common—100,000 shares issued for services
at no stated value
Surplus ..............................................................

$ 13,145.00
7,500.00
6,075.00
557.98
334.79
511.40

28,124.17

86,000.00
5,579.83

91,579.83

$119,704.00

No. 2 (30 points) :
A and B are equal heirs in an estate of $100,000 consisting entirely of
real-estate mortgages.
B resides in the city in which two of these mortgages are placed—one,
a 6% first mortgage of $1,600, dated January 31st; the other a second
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mortgage, payable $25 monthly with interest at 6% on the decreasing
balance. The balance of the second mortgage at March 31st, after payment
of the $25 then due, was $700. These two mortgages are handled by B.
All the rest are in another city in which A resides and are under his
control.
One mortgage of $2,500 falls due and will be paid, with six months’
interest at 6%, on April 30th, and B proposes that, in part settlement, he
take over the two which are in his hands. A agrees to this.
Prepare statements of financial condition at April 30th before collec
tions mentioned above are made, journal and cashbook entries reflecting
the transactions and final statements for both A and B, each of whom
keeps his books on the same basis.
Solution:
The statement in the problem that both A and B keep books on the
same basis is taken to mean that identical books are kept and that both
sets of books show all assets, regardless of whether the assets are in the
possession of one party or the other. At March 31st, after B has collected
(and presumably withdrawn) the $25.00 instalment due on the second
mortgage, the condition (ignoring accrued interest) would be:
STATEMENT OF CONDITION—MARCH 31ST

First mortgage (B)....$ 1,600.00
Second mortgage (B) ..
700.00
Mortgage due Apr. 30(A) 2,500.00
Other mortgages (A).. 95,200.00

A’s account .................. $ 50,000.00
B’s account ..............
50,000.00

$100,000.00

$100,000.00

This is also the condition at April 30th, still ignoring accrued interest, which
can not be computed on all mortgages because interest dates are not known.
The letters in parentheses show which party holds the asset.
JOURNAL AND CASHBOOK ENTRIES

Cash (A) ....................................................................... $2,575.00
Mortgage due April 30 (A) ..........................
$2,500.00
A’s account .......................................................
37.50
B’s account .......................................................
37.50
A collects mortgage of $2,500.00 with six months’
interest at 6% per annum. The interest earning of
$75.00 is credited in equal shares to the two heirs.
A’s account .....................................................................
2,575.00
Cash (A) .........................................................
2,575.00
A withdraws the cash collected as principal and
interest.
Cash (B) .......................................................................
25.00
Second mortgage (B) ...................................
21.50
A’s account ......................................................
1.75
B’s account ..........
1.75
B collects a $25.00 instalment on the second
mortgage in his possession; of which $3.50 is one
month’s interest at 6% per annum on the $700.00
balance of the mortgage, and $21.50 is in reduction
of the principal.
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B’s account ..................................................................... $ 703.50
Cash (B) .........................................................
$ 25.00
Second mortgage (B) .....................................
678.50
B withdraws the second mortgage and, presumably,
the $25.00 cash just collected. The principal of
the mortgage is:
Balance before April 30th collection $ 700.00
Less collection on principal ...........
21.50
Balance ............................................

678.50

Accrued interest .............................................................
A’s account ......................................................
B’s account .......................................................
Accrued interest on $1,600 first mortgage in B’s
possession, at 6% for three months, from
January 31st to April 30th.
B’s account .....................................................................
First mortgage (B) .........................................
Accrued interest ..............................................
B withdraws the first mortgage and is charged
with principal and accrued interest.

24.00

12.00
12.00

1,624.00
1,600.00
24.00

STATEMENT OF a’s AND B’s ACCOUNTS

April 30, 19—
A
B
Together
Balance—before withdrawals .......... $ 50,000.00 $ 50,000.00 $100,000.00
Interest: on $2,500.00 mortgage.......
37.50
37.50
75.00
On 700.00 mortgage.......
1.75
1.75
3.50
On 1,600.00 mortgage.......
12.00
12.00
24.00
Total credits .....................................

50,051.25

Withdrawal of cash proceeds of
mortgage ..............................
2,575.00
Withdrawal of second mortgage:
Principal ..............................
Cash instalment collected ..........
Withdrawal of first mortgage:
Principal ..............................
Accrued interest .........................

Total debits .......................................
Balances after withdrawals..............
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2,575.00

50,051.25

100,102.50
2,575.00

678.50
25.00

678.50
25.00

1,600.00
1,600.00
24.00
24.00

2,327.50

4,902.50

$ 47,476.25 $ 47,723.75 $ 95,200.00

Students' Department
A AND B—STATEMENT OF CONDITION

April 30, 19—

Mortgages (A) .........

$95,200.00

A’s account................
B’s account ................

$47,476.25
47,723.75

$95,200.00

$95,200.00

No. 3 (9 points) :
A corporation spends $500,000 on an advertising campaign during the
first six months of the year 1922 and expects to begin to secure benefits
therefrom on and after July 1, 1922, and for three succeeding years. How
would you handle this expenditure on the published balance-sheet and
profit-and-loss account issued to stockholders? How would you handle
it on the income-tax return for 1922?
Answer:
If the claim that the benefits to be derived from the advertising cam
paign will continue for three years after July 1, 1922, is justifiable, it
would be proper to spread the expense over the three years. There is a
tendency, however, to over-estimate the benefits to be received in the
future from advertising expenditures of the past, and sound reasons
should be required in support of the claim that benefits will be more than
temporary.
Assuming that these reasons are forthcoming, it is still doubtful
whether the expense should be prorated in equal annual thirds (or 1/6
for 1922), for it is more than probable that the early years will receive
more benefit than the later ones.
Having decided the amount which can reasonably be carried forward,
the deferred portion should be shown on the balance-sheet under the
deferred charge heading, and the balance should be shown among the
selling expenses in the profit-and-loss statement.

No. 4 (8 points) :
What would be the effect on unit costs of a change in the calendar
providing for a year of thirteen months of twenty-eight days each instead
of twelve months as at present?
Answer:
If overhead rates are computed on the basis of an estimated number
of hours in a year, the change to a thirteen-month basis would have no
effect, for there would still be the same number of hours. If overhead
rates are computed by dividing the total annual overhead by 12 to obtain
a monthly rate, then the hourly rate will vary in different months, because
of the larger number of hours in some months than in others. Where
this method is followed, the change to a thirteen-month year would
theoretically result in a uniform hourly rate, regardless of the month.
But practically it would still leave discrepancies because of holidays and
short-time and over-time.
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No. 5 (18 points) :
The annual sinking-fund deposit, with interest at 6% per annum,
necessary to accumulate $500,000 over a period of 80 years is $286.27.
The amount of an annuity of one dollar at 6% at the end of various
periods is as follows: 20 years, $36.78559120; 40 years, $154.76196562; 60
years, $533.12818089; 80 years, $1,746.59989137. Show, by means of a
table, how a sinking-fund-method reserve for amortization of a franchise,
which cost $500,000 and has 80 years to run, would compare with a
reserve for the same purpose derived by the straight-line method.

Solution:

If the franchise is amortized by the straight-line method, the annual
charges to operations and credits to the reserve will be $6,250.00, as
shown in column (a) of the following table.
If the franchise is amortized by the sinking-fund method, and if a
sinking fund is actually accumulated on a 6% basis, the annual entries
for the sinking fund will be as indicated in columns (b), (c) and (d).
Regardless of whether or not a sinking fund is actually accumulated, the
reserve entries would be made as indicated in column (e) ; that is, the
debit to operations and the credit to the reserve in any year would be
the amount which the fund would have been increased during that year
if a fund had been accumulated on a 6% basis.
If a fund is not accumulated, the sinking-fund method of amortization
results in a continually increasing charge to operations. This is shown
in column (e). During the first five years the annual charge increases
from $286.27 to $361.41. And during years 61 to 80, inclusive, the total
charge to operations is $347,380.55, or an annual average during these
last twenty years of $17,369.03.
If a fund is accumulated on a 6% basis, the net annual charge to
profit-and-loss will be $286.27; for as the charges to operations and credits
to reserve increase (column e) the credits to interest also increase. This
fact may be shown by using the figures of the first five years:
Charge
Credit
profit-and-loss profit-and-loss Net charge to
amortization
Year
interest
profit-and-loss
1............. ............. $286.27
$286.27
2............. ............
303.45
$ 17.18
286.27
3............. .............
321.65
35.38
286.27
4............. ............
340.95
54.68
286.27
5.............. ............
361.41
75.14
286.27
A condensed table showing the difference in the operation of the two
methods follows.
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COMPARATIVE TABLE OF AMORTIZATION OF FRANCHISE

Straight line

Years

1.............
2.............
3.............
4............
5............
6—20....

Sinking-fund method of amortization
----- Entries for fund (if kept)----Debit p.-and-l
Debit
Debit p.-and-l.
Credit
sinking
Credit
Credit
Credit
reserve
fund
interest
cash
reserve
(b)
(c)
(d)
(e)
(a)
$ 6,250.00 $
286.27
$ 286.27 $
286.27
6,250.00
286.27
303.45
$ 17.18
303.45
6,250.00
321.65
286.27
35.38
321.65
6,250.00
340.95
286.27
54.68
340.95
361.41
6,250.00
75.14
286.27
361.41
93,750.00
8,916.88
8,916.88
4,622.83
4,294.05

Total....
21—40...

125,000.00
125,000.00

10,530.61
33,773.10

4,805.21
28,047.70

5,725.40
5,725.40

10,530.61
33,773.10

Total....
41—60...

250,000.00
125,000.00

44,303.71
108,314.89

32,852.91
102,589.49

11,450.80
5,725.40

44,303.71
108,314.89

Total....
61—80...

375,000.00
125,000.00

152,618.60
347,380.55

135,442.40
341,655.15

17,176.20
5,725.40

152,618.60
347,380.55

500,000.00 499,999.15 477,097.55
22,901.60 499,999.15
Total....
No. 6 (18 points) :
(a) What terminable annuity, payable quarterly for ten years, would
be required to repay a loan of $32,840.00, the nominal rate of interest being
4 per cent. per annum?
(b) What would be the required amount to set aside annually provid
ing for a sinking fund to repay loan, as above, at the end of ten years
instead of repaying it quarterly?
Given (1.01)40= 1.4889.
Solution:
(a) $32,840 = present value of an annuity of unknown rents.
The amount of 1 for 40 periods at 1% per period = 1.4889.
1 ÷ 1.4889 = .6716 the present value of 1 due 40 periods hence.
1 — .6716 = .3284 the compound discount.
.3284 ÷ .01 = 32.84 the present value of an annuity of 1.
$32,840 ÷ 32.84 = $1,000.00, the quarterly instalments to be paid.
(b) 1.04
X 1.04
= 1.0816
Amount of 1 at end of 2 years at 4%
1
.0816 X 1.0816= 1.169859Amountof1 at end of 4 years at 4%
1.169859 X 1.169859= 1.368569 Amount of 1 at end of 8 years at 4%
1.368569 X 1.0816 = 1.480244 Amount of 1at end of 10 years at 4%
1.480244 — 1 = .480244 Compound interest on 1 for 10 years.
.480244 ÷ .04 = 12.0061 Amount of annuity of 1 for 10 years.
$32,840.00 ÷ 12.0061 = $2,735.28 Sinking-fund contribution to pay off
principal.
The total annual payment each year by this method would be:
Sinking-fund contribution .................................. $2,735.28
Interest at 4% on $32,840.00 ..............................
1,313.60
Total ..................................................................... $4,048.88
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Conducted by the Special Committee on Accounting Terminology
the American Institute of Accountants

of

The committee publishes in this issue of The Journal its tentative
definitions of balance sheets. The terms defined comprise all the classi
fications of balance sheets which the committee has compiled to date.

BALANCE SHEET:
A statement of the financial position of an undertaking at a specified
date, prepared from books kept by double entry, showing on the one side
the assets and, on the other side, the liabilities and accountabilities (for
proprietorship or trust funds) and the surplus or deficit is shown on the
one side or the other as the case may be. The asset side may include
deferred debit items and the liability side may include deferred credit
items and reserves (except those applied in reduction of assets).
A similar statement, prepared from books kept by single entry or
from memoranda, is technically known as a “statement of assets and
liabilities.”
According to the so-called “American” or “Continental” method, the
asset side of a balance sheet is shown on the left and the liability side
on the right on the theory that the statement is merely a grouping of
the balances as they appear on the ledger trial balance as of the balance
sheet date (after the nominal accounts have been closed) but, according
to the so-called “English” method, the sides are reversed on the theory
that the statement reflects the balances in the accounts as entered upon
the books as of the closing date (actually or theoretically) in order to
equalize the accounts before ruling off and carrying down the balances
as of the opening date of the subsequent period. The two methods are
also known as the “closing-account form” and the “opening-account form.”
In further support of the “English” method, it is held, by some
accountants, that the balance sheet is an “account rendered” by the
business to the proprietors and that, therefore, the proprietors should be
credited with the assets and debited with the liabilities.
The subject is chiefly of academic importance, but the committee
believes that, in the United States, the “American” or “Continental”
method should be universally adopted.
The two “sides” of a balance sheet may be shown one above the
other or one opposite the other, the latter being the more usual method.
A balance sheet may include adjustments which are not given effect
upon the books as of the balance sheet date, but, if the adjustments affect
the surplus or deficit, a statement should be prepared (and usually sub
mitted with the balance sheet) reconciling the surplus or deficit as shown
by the balance sheet with the amount thereof as shown by the books.
CERTIFIED BALANCE SHEET:
A balance sheet, the accuracy and frequently the clearness of which
is certified to by an independent auditor (or auditors). The certificate
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may appear on the face of the balance sheet, it may be submitted as a
separate document or it may be included in an accompanying report and
it may be either qualified or unqualified, depending upon the circum
stances of each case.
The term is sometimes used incorrectly in reference to a balance sheet
certified by a “controller,” “auditor,” “chief bookkeeper,” or other employee.

COMPARATIVE BALANCE SHEET:
A statement showing “assets” and “liabilities” as at two (or more)
dates, in parallel columns, frequently amplified by additional columns
showing increases and decreases or, more rarely, resources and their
disposition.
The datal order is usually from left to right but the reverse order is
not infrequently used. In the additional columns, however, it is almost
universal practice to place the increase or resource column on the left and
the decrease or disposition column on the right and the later of two dates
is always the basis for comparison.
When increase and decrease columns are provided, the totals are
usually omitted as they are merely proof figures and rarely have any
direct accounting significance, but, if shown, it is preferable usually to
state the total net increase or decrease on each side of the balance sheet
and the same net amounts will then appear in like columns on opposite
sides.
In order to save space, increases and decreases are not infrequently
shown in one column, different colored inks or different type being used
to differentiate the items, but this expedient is rarely resorted to if the
statement is prepared on a resource and disposition basis.
When resource and disposition columns are provided, decreases on
the asset side (including deficit) and increases on the liability side (includ
ing surplus) are included in the former column whereas the latter includes
increases on the asset side (including deficit) and decreases on the lia
bility side (including surplus). The amounts in these two columns form
the basis for a resource and disposition statement which, however, can
rarely be prepared from these data alone.
When resource and disposition columns are provided, it is preferable
to adopt the vertical form of balance sheet (“assets” above “liabilities”)
and to show one total for resources and one for disposition. These
totals, which will exactly equate, are also proof figures but have a technical
accounting significance although they will rarely agree with the totals
shown on the resource and disposition statement which should always
accompany this form of balance sheet. The differences will usually be
due to the fact that the change in net current assets (net working capital)
will usually be shown in one figure on the accompanying statement and
to the further fact that the change in surplus may include earnings and
disposition of earnings, one of which is a resource and the other obviously
a disposition.
A resource and disposition statement is quite frequently prepared as
an adjunct to a comparative balance sheet with increase and decrease
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columns or without additional columns, but the relationship between the
two statements is made more clear by the use of the columnar form above
described.
If the balance sheet captions are placed between the parallel columns,
as is frequently the case, the additional columns are invariably omitted.
CONDENSED BALANCE SHEET:
A term applied to a balance sheet giving the information in summary
form as, for example, when all the fixed assets are shown in one total,
and the receivables and payables are similarly treated.

CONSOLIDATED BALANCE SHEET:
A statement in which the respective “assets” and “liabilities” of a
holding company and its subsidiaries are combined as single amounts, but
after inter-company items have been eliminated.
This statement more clearly and correctly sets forth the financial
position of a group of affiliated companies in their relation to the general
public, though its legal status has not been definitely established except for
the purpose of determining invested capital under recent federal revenue
acts.
In the preparation of a consolidated balance sheet there are usually
two points which require special treatment, viz.:
(a) The offsetting of inter-company stockholdings.
(b) The proportion of consolidated surplus applicable to minority
stockholders of subsidiary companies.
As to (a), there are two basic methods of treatment, viz.:
(1) The amount by which the value of the stock of any company
on the books of another company exceeds or falls short of the par, stated
or declared value thereof, plus a proportionate amount of surplus at date
of acquisition, represents an addition to or diminution of “goodwill” on
the consolidated balance sheet. If, however, by the operation of this rule
a credit balance is created in “goodwill,” such credit balance should be
designated as “capital surplus.”
(2) The amount by which the value of the stock of any company
on the books of another company exceeds or falls short of the par, stated
or declared value thereof represents an addition or diminution of surplus
in the consolidated balance sheet.
There are variations of the above methods, particularly the first,
which in many instances is impracticable if purchases of stock have been
made at odd times between closing dates, but this condition is sometimes
met by estimating the surplus to be the same as at the nearest closing
date. Sometimes the surplus at the date of acquisition is ignored, though
this is not technically correct.
The computation necessary to arrive at the amount of surplus
applicable to minority stockholders of subsidiary companies is a simple
problem of proportion, and the rule should properly be applied to each
subsidiary company separately before determining the consolidated surplus.
This item is, however, frequently ignored on consolidated balance sheets,
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the surplus in such cases being stated in one figure without comment, with
the result that the relative equity of the stockholders in the holding
company and of the minority stockholders in the subsidiary companies in
the net worth of the combined undertaking is obscured.
If the holding company owns practically all of the stock of its sub
sidiaries resulting in a negligible amount of surplus applicable to minority
stockholders, it is probably better accounting practice to append a note to
the balance sheet setting forth such negligible amount rather than to divide
the surplus into two items, but if the portion of surplus applicable to
minority stockholders is set forth as a separate item, such item should be
added to the item of minority stockholdings and the total carried out as
representing the total minority equity. This method most clearly and
fully sets forth the facts.
The total minority equity is sometimes shown in one figure, but this
method is open to objection because it obscures the total amount of out
standing stock of the combined undertaking in the hands of the public,
and sometimes the wholly erroneous method is adopted of merging the
total minority equity with the consolidated surplus.
The minority stockholdings are sometimes merged with the outstand
ing stock of the holding company, in which event the consolidated surplus
is invariably shown in one amount, but this method also obscures the facts
for the reasons stated above.
If a holding company owns all the stock of its subsidiaries, the prob
lem of minority stockholdings and apportionment of surplus is obviously
non-existent; in these cases, the preparation of a consolidated balance sheet
is materially simplified.
In the June issue of The Journal of Accountancy is an article
entitled Mechanical Difficulties in Consolidating Accounts, which dis
cusses the various mechanical methods of preparing a consolidated balance
sheet. These are, the horizontal method (the one most commonly used),
the agglomerative or agglutinative method and the synopo-synthetic or
vertical method.

DOUBLE ACCOUNT FORM BALANCE SHEET:
A balance sheet which is divided into two sections, viz., capital or
financing and operating or general. This form, based upon the double
account system, is used chiefly in Great Britain and is prescribed for certain
public utility companies incorporated under special acts of parliament,
e. g., railways; gas companies; and electric-light companies. The system
has also been adopted by other companies, e. g., tramway, canal and
shipping companies; water and electric-power companies; telegraph and
telephone companies; mining and quarrying companies; and companies
holding lands and buildings for letting purposes.
The “capital account” is on a cash basis and reflects the capital receipts
and expenditure as shown by the capital account ledger. On the one side
are shown the receipts from shares or stock and debentures, including
any premiums, and on the other side are shown the various fixed assets
on which the money thus received has been expended, including law

145

The Journal of Accountancy
charges in connection with land and parliamentary expenses in promoting
special acts of parliament, and the balance of the “capital account” is
carried down to the second section or “general balance sheet.”
The “general balance sheet” includes the floating assets and liabilities,
“reserve fund,” “depreciation fund,” revenue account balance and all other
items.
The fixed assets are never depreciated in the “capital account,” but
depreciation may be provided for by charging net revenue account and
crediting a depreciation fund account, such “funds” (credit accounts)
being compulsory with some classes of companies.

FUND BALANCE SHEET:
A balance sheet which sets forth the assets and liabilities of a par
ticular fund, e. g., sinking fund; corporate stock fund; trust fund.
This form of balance sheet is used chiefly in connection with municipal
operations and when so used shows the funding relations of a city, or
other political subdivision, containing on the credit side unexpended authori
zations to incur liabilities, contingent liabilities on contracts and orders,
reserves for retirement of temporary loans, etc., and on the debit side
resources available for meeting them, such as cash not otherwise applied,
outstanding taxes available and the amount of other revenue which a city
or other political subdivision has pledged itself to collect.
GENERAL BALANCE SHEET:
A term used in Great Britain as descriptive of the second section of
a double account form balance sheet.
In the United States the term is sometimes used synonymously with
condensed balance sheet and sometimes loosely applied to a balance sheet
without special significance. In municipal accounting the term is used to
distinguish the statement from a revenue or fund balance sheet.

PRELIMINARY BALANCE SHEET:
A balance sheet prepared from incomplete data and usually containing
estimates subject to revision when complete data are available. Synonym:
tentative balance sheet.
PRO-FORMA BALANCE SHEET:
A balance sheet containing suppositious headings, and sometimes
figures, used as a basis for illustrating a principle or for other purposes.
REVENUE BALANCE SHEET:
A term used in municipal accounting as descriptive of a statement
setting forth current assets and liabilities; specifically, cash and amounts
due from current revenues, and the liability thereon due to appropriations.

SUGGESTED BALANCE SHEET:
This term applies to form more than to figures and is descriptive of
a balance sheet subject to review and modification or amplification before
receiving final approval for its publication as an official statement. It is
usually based upon complete data as distinct from a preliminary or ten
tative balance sheet which is almost invariably based upon incomplete data.
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UNCERTIFIED BALANCE SHEET:
A balance sheet which does not bear the certificate of an independent
auditor (or auditors).
The committee’s attention has been called to a technical inaccuracy
in the definition of “inadmissible assets” which appeared in the June issue
of The Journal. The definition should read:
Assets, a portion of which must usually be excluded from invested
capital in the computation of profits taxes to accord with federal
revenue acts.
The committee’s attention has also been called to the fact that in the
definition of “capital assets” which also appeared in the June issue of
The Journal, cognizance was not taken of the restricted meaning of the
term as set forth in the federal revenue act of 1921.
Points such as the above are greatly appreciated by the committee.
Communications may be addressed to any one of the undersigned.

Edward H. Moeran, chairman,
120 Broadway, New York.
Walter Mucklow,
420 Hill building, Jacksonville, Florida.
J. Hugh Jackson,
56 Pine street, New York.

CHARLES EDWIN WARN
Charles Edwin Warn, member of the American Institute of Account
ants, died at Queen’s Hospital, Honolulu, Hawaii, June 26, 1923. Mr.
Warn had been extremely active in obtaining C. P. A. legislation in
Hawaii and had recently been appointed a member of the territorial
board of accountancy. He had been in ill-health for several months,
and finally decided to undergo an operation for gall-stones from which
he did not recover.

Victor J. O’Connor and Charles C. Cobun announce the formation of
a partnership under the firm name of O’Connor & Cobun, with offices in
the First National Bank building, San Diego, California.

Guy I. Colby, C. D. Beebe and Stanley D. Tilney announce the formation
of a partnership under the firm name of Colby, Beebe & Tilney, with
offices at 29 South La Salle street, Chicago.
Horace C. Hartshorn announces that hereafter his practice will be
conducted under the name of Hartshorn & Walter, Inc., at 50 Congress
street, Boston, Massachusetts.
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ACCOUNTANTS’ WORKING PAPERS, by Leslie E. Palmer and
William H. Bell, Ronald Press, New York.
Although a great amount of literature on accountancy has been published
during late years, it has dealt chiefly with the principles of accounting
and the application of them to specific uses. Until recently no book
has appeared devoted to the technique of an accountant—this, in spite
of the fact that the profession has a peculiar need for such books owing
to the fact that much of the work is done jointly by different members
of a staff and, unless a uniform plan be adopted, the individual results
cannot be brought to an harmonious unity. This omission is largely
cured by Accountants’ Working Papers written by Leslie E. Palmer and
William H. Bell.
The book is described on the cover as “A compact and comprehensive
presentation of the best accounting usage as regards the preparation of
working papers.” To this description we take no exception except as to
the word “best.” We suspect that this word was introduced by someone
in the character of a sales or advertising agent who failed to recognize
the dangers which so often surround the use of superlatives. This
suspicion is strengthened on reading the book itself, for it is singularly
free from anything in the nature of dogmatism. In the preface the
authors describe it as “a suggestive guide” to the accountant, and this
description is fully warranted by the tone prevailing throughout the work.
It does not attempt to say that the models given afford the only means
of accomplishing the end, but merely that they afford a means which
practice has proved to be effective. The work is technical, that is, it
deals with the practical side of the art or science of accountancy. Its
contents must, therefore, consist chiefly of descriptions of how certain
things have been done, rather than of how they should be done. The
fact that both the authors are associated with one of the leading firms
in the profession, with an international practice, and that the methods
described are those followed by that firm at once secures the attention
and confidence of the reader.
The authors have chosen the best, perhaps the only, method of presenting
the matter in its clearest form, for they have selected examples of the
more important varieties of working papers and have made these examples
themselves the basis of their work. In fact, the greater part of the book
consists of reproductions of working papers with brief comments on each
one, calling attention to any peculiar features which exist. These
comments may be described as a commentary on the preparation of a
balance-sheet and report.
While the index appears to contain most of the terms which would
be expected, we are surprised to find, no mention therein, or in the
“contents,” of “surplus.” The term is frequently misused, but the analysis
of any surplus account is usually necessary and although the principles
described under profit-and-loss account and capital surplus would apply,
direct mention of the surplus account would not, in our opinion, have
been superfluous.

148

Book Reviews
The absence from the index of such words as endorsements, assets,
liabilities, balance-sheet, auditors’ certificate, copyright, dividends, depre
ciation, suggests that the value of the work, which is great, would have
been further increased if the indexing had been more detailed.
As regards the mechanical work in the volume—the book is about
eleven by eight inches and is printed throughout in typewriter type, double
spaced, on one side of the paper only. It consists of 193 pages, of which
82 are forms, seven are indices and eight are devoted to title page,
introduction and contents, while the remaining 96 pages of text could
be reduced to about half that number if printed in ordinary type. The
style selected presents the matter very clearly and it obviates folding the
greater number of the examples, while the blank pages afford ample and
convenient space for any notes it may be desired to make. The examples
are printed throughout in black ink, which causes some of them to have
a heavy look and detracts from their general appearance, especially in
those cases where writing is inserted across heavy vertical rulings, but
they are all legible and easily understood.
It is somewhat curious that, after so many years of silence on the
subject, two books on working papers should have appeared within a few
weeks and this will naturally lead many readers to compare the book
under consideration with J. Hugh Jackson’s Audit Working Papers. It is
extremely interesting to note the points of similarity and of difference
between the two books, each of which indicates the practice of different
leaders in the profession.
Mr. Jackson’s book is the more complete and may perhaps be described
as the more scholarly; it deals more comprehensively with those matters
of auditing which arise in the course of the work. The skill with which
the examples are reproduced could not be excelled and gives to the volume
a finished appearance which is somewhat lacking in the book now under
consideration. On certain of the details, such as the preference for pen
and ink over a pencil and the method of indexing working papers, opinions
will be divided, and again it may be said that Mr. Jackson’s suggestions
are theoretically preferable, although many readers will find that Messrs.
Palmer and Bell indicate methods which have been widely used with
satisfactory results. To us this almost simultaneous publication appears
fortunate. We believe that both books should be carefully studied and
that both books should find a place in every practising accountant’s library.
Walter Mucklow

ADVANCED ACCOUNTING, by George E. Bennett. McGraw-Hill
Book Co., New York. 661 pp.
The general principles of accounting, elementary and higher, are so
well settled that the publication of any more books on the subject might
seem superfluous. It almost appears as if the only excuse an author has
for adding to the already appalling list in the Accountants' Index is to
get his name in print or to comply with the unwritten law that every
college professor must write a book! Nevertheless there is at least one
good and sufficient reason why an instructor in accountancy should do so.
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While the principles of accounting are settled and generally accepted, the
best and proper methods of teaching those principles to students are still
under trial. The results of C. P. A. examinations for a number of years
past prove conclusively that the pressing problem of today is how to give
the student most effectively that grounding in principles which he must
have to enter the profession at all. The answer to that must be furnished
by the accountancy instructors in schools and universities. No greater
service to the profession at large can be rendered by them at present than
the publication of texts and methods used in preparing their students. In
due time by the process of comparison, selection and elimination some
general plan will be worked out as in other educational lines.
In Professor Bennett’s book we have the text and method followed at
Syracuse University. As a text-book it seems a bit voluminous at first
sight, yet a critical perusal proves it to be neither prolix nor verbose.
It has been conscientiously built up step by step from the three preliminary
chapters which review briefly the elementary principles the student is
supposed to have already acquired to the complex problems of corporation
and fiduciary accounting. (I do not remember having read a better
exposition of accounting for decedents’ estates than that given in chapter
XIV.) And, while the book deals perforce mainly with theory, the author
is not blind to the practical demands of accountancy. For instance, he
says (p. 321):
“Pure theorists always take issue with what they find; the prac
tical accountant will govern himself primarily by the conditions
encountered. Unless the issue be of major import, the latter will be
loath to tear down an accepted practice, etc.”
Golden words of common-sense!
Apart from its character as a text-book Advanced Accounting is a
very complete treatise on higher accounting such as a layman seeking
information on the general subject would appreciate. With the help of
the test problems covering 120 pages in the appendix, a home student
should easily acquire a good working knowledge of accounting theory.
The method of instruction followed by Professor Bennett, a matter of
more interest to fellow educators than the text itself, perhaps, is described
in his preface, as follows:
“After covering the material in the earlier chapters by means of
considerable discussion, it is the author’s custom to assign readings
in the succeeding chapters to be carried on concurrently with the
answering and solution of assigned questions and problems which will
be found in the appendix. In other words, after a satisfactory start
has been made, theoretical classroom lectures are reduced to a
minimum; and the classroom work revolves almost entirely around
assigned questions and problems. The reason for this lies in the
writer’s belief that proficiency in accounting can come only through
practice, and that the usual theoretical classroom lectures and dis
cussions are largely a waste of time.”
In short, it is the laboratory system applied to accountancy; theory
tested by practice. Further light would be desirable, however. For
instance, are the problems stated and worked out in the classroom? Do
the students themselves discuss the solutions offered by their classmates?
W. H. Lawton.

150

Correspondence
“Payment of Dividends before Restoring Impaired Capital”
Editor, The Journal of Accountancy:
Sir: I had hoped that my letter, if it should be published, would bring
out a more thorough discussion of the supposed exception to the wellestablished rule that dividends cannot be paid from capital than that
vouchsafed by Professor Schlatter in his reply which you published in
your May number with my letter. The decisions usually cited in support
of the doctrine that corporations formed to work wasting property may
pay dividends partly from profits and partly from capital do not support
that doctrine when carefully examined.
In the case of Lee v. Neuchatel Asphalte Co. (L. R. 41 Ch.D. 1) which
appears to be considered the leading case on this point several judges
reached the same conclusion by different courses of reasoning, some of
which it is not likely that a well-informed judge would now follow. The
facts are highly complex; the corporation was formed to take over the
assets of six other companies consisting of works, equipment and other
assets besides concessions for the removal of asphalt. Later there was
a readjustment of the concessions.
The trial judge said: “The present concession is for a longer period,
extends over a wider area and is held on more favorable terms than the
former.” He also said: “Unless it can be shown that, after payment
of the dividend, the assets now belonging to the defendant company will
fall short of those belonging to the company at the time of its formation,
it cannot in my. judgment be said that the dividend is being paid out of
capital.”
An appellate judge said: “On the evidence before us the assets of
this company are of greater value than at the time of the formation of the
company in 1873.” The decision was rendered in 1889.
Another of the judges said: “There is nothing at all in the acts about
how dividends are to be paid nor how profits are to be reckoned; all
that is left, and very judiciously and properly left, to the commercial
world. It is not for an act of parliament to say how accounts are to
be kept. What is to be put into a capital account, what into an income
account, is left to men of business.”
I shall now discuss the cases cited by Prof. Schlatter in his reply.
The opinion in the case of Excelsior Water & Mining Co. v. Pierce
(90 Cal., 131, 27 Pac., 44), besides using the language quoted by him,
also states: “In this case it appears that out of the net earnings, amounting
to $457,000, only $241,000 were paid in dividends, while $216,000, or
nearly one-half, was applied in payments of the debts of the corporation,
originally assumed in the acquisition of its capital stock and afterwards
incurred in making permanent improvements thereon. It further appears
that a large and valuable part of plaintiff’s capital consists of property
other than its mining ground, which will remain after the mine is
exhausted; and there is evidence in the record, though there is no finding
to that effect, that the mine itself has been but slightly encroached upon.
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It does not appear that any creditor has been defrauded or his claim
even endangered; and, in short, there is nothing to show that the capital
of the plaintiff has been impaired.”
In the case of People ex rel. United Verde Copper Co. v. Roberts
(51 N.E., 293) the court said: “It appears by undisputed evidence that
the purchase of the bonds and stock was made with the surplus money of
relator; and as the theory (that depletion must be charged against earnings)
adopted by the comptroller to show to the contrary is unsupported by
evidence or authority, it follows * * ” etc.
The court also said: “It is common knowledge that there are copper
mines which have yielded enormous returns for years, and at present
show no signs of exhaustion, but rather increased development. We are
of the opinion that this speculative theory as to mining in general does
not overcome the positive proof that these bonds and stocks were purchased
by the surplus moneys of the relator.” In this case the real question
at issue was as to “the amount of capital stock employed within this
state for the purpose of computing the franchise tax.”
In the case of Boothe v. Summit Coal Mining Co. (104 Pac. 207)
correctly summarized by Prof. Schlatter, the issue was not the legality
of dividends but what constituted "profits” in a contract between the
parties. As Rudkin, C. J., says in his concurring opinion, “ ‘Profits’ and
‘dividends’ are not necessarily synonymous terms.”
The case of Mellon et al. v. Mississippi Wire Glass Co. (78 Atl., 710)
was not on the question of whether certain dividends were legal but was
upon the interpretation of a contract. There was no allegation or evidence
that the capital had been impaired.
The case of Van Fleet v. Evangeline Oil Co. (56 So., 343) does
contain the dictum quoted by Prof. Schlatter. The court also says, how
ever, : “The payment of the dividend of $35 on each share was not only
not intended by the board of directors to be paid out of the earnings
or profits of the company; but as stated by Mr. Mellon the largest stock
holder of defendant: ‘The $35 dividend really represents liquidation and
not earnings. * * * The only value remaining in the plant is salvage.’ The
method of dissolving and liquidating defendant company which appears
to have been adopted by the board of directors is not authorized by the
charter of defendant, and it is not in conformity with the laws of New
Jersey or Louisiana.”
The case of Lee v. Neuchatel Asphalte Co., which is the case almost
always cited on this point, only holds that the matter of determining
whether or not a charge against earnings should be made for depletion
is entirely in the discretion of the directors if they act fairly and honestly
in reaching such a decision. This is far different from saying that they
“need pay no attention to depletion” and that dividends may be paid
“partly from capital.”
If a board of directors declares a dividend and its declaration or the
books or evidence adduced shows that it is “partly from capital” it will
come in direct conflict with the statute and no justification will be found
in the cases cited, as they specifically hold that in those cases capital was
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not impaired, except in the case of Van Vleet v. Evangeline Oil Co. where
a liquidating dividend was held to be illegal because it was an impairment
of capital. This case emphasizes the point I am making as the court
states that the dividend was “not intended by the board of directors to
be paid out of the earnings or profits of the company.”
I have been unable to find a case in which a dividend paid from capital
was upheld as legal, although I do not claim that my search has been
exhaustive. The supposed exception as to wasting assets appears to have
grown out of rather poorly considered dicta which the courts have put
into their opinions while actually deciding the cases on other grounds.
In my opinion the decisions show that, as a matter of law, corporations
working wasting assets do not constitute an exception to the rule that
dividends must be paid from profits and not from capital.
There is certainly enough doubt as to the soundness of the supposed
exception to make it desirable to use great caution in acting upon it,
as the penalty for paying dividends out of capital is quite severe.
Yours very truly,
Robert L. Floyd
Chicago, Illinois, May 7, 1923.

American Institute of Accountants
REGIONAL MEETING
Poland Springs, Maine, June 22 to 23, 1923.
A regional meeting of the New England section of the American
Institute of Accountants was held at Poland Springs, Maine, June 22 and
23, 1923. There were about 50 registrations. At the banquet held on the
evening of June 22nd, there were informal addresses, and at the business
session held June 23rd a paper entitled Professional Ethics was read by
Herbert F. French. A sketch of the history of Maine was presented by
Chester A. Jordan. Election of officers for the region resulted as follows:
President, Frederick Bond Cherrington; secretary, Chester R. Union;
treasurer, Arthur Taft Chase.

Massachusetts Chapter of American Institute of Accountants
At a meeting of the Massachusetts Chapter of the American Institute
of Accountants held May 28, 1923, the following directors were elected:
Hollis H. Sawyer, Stanley G. H. Fitch, Frederick Bond Cherrington,
Arthur T. Chase and J. Edward Masters.
Massachusetts Society of Certified Public Accountants, Inc.
At the annual meeting of the Massachusetts Society of Certified Public
Accountants, Incorporated, held May 28, 1923, the following officers were
elected: Hollis H. Sawyer, president; Stanley G. H. Fitch, vice-president;
Frederick Bond Cherrington, secretary and Arthur T. Chase, treasurer.
In addition to the officers the following were elected members of the
executive committee: J. Edward Masters, Charles F. Rittenhouse and
George S. Clarkson. Rupert W. Jaques was elected auditor.
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English-speaking Accountants in Paris
The second quarterly meeting and luncheon of English-speaking
accountants practising in Paris took place June 27, 1923, at the Restaurant
Langer, avenue des Champs-Elysées, Paris. Edmund Heisch acted as
chairman. The minutes of the preceding meeting were read by the
secretary, Oscar Fawcett, and a general discussion of various matters
took place. It was decided that the next luncheon should be held
Wednesday, October 31, 1923, and that there should be discussion of matters
of professional interest. A resolution was adopted that the secretary
convey to the Rt. Hon. Edward Cecil Moore the congratulations of the
meeting on his election to the presidency of the Institute of Chartered
Accountants of England and Wales.
Oregon State Society of Certified Public Accountants
The annual meeting of the Oregon State Society of Certified Public
Accountants was held at Portland, June 11, 1923. The following were
elected officers and directors for the ensuing year: President, Arthur
Berridge; vice-president, John P. Dawson; secretary-treasurer, Arthur F.
Jones; directors: A. L. Andrus, R. J. Leo, John Y. Richardson and E.
M. Wilson.
On June 23, 1923, the Oregon State Society of Certified Public
Accountants entertained at Portland the Washington State Society and
the Institute of Chartered Accountants in British Columbia. Visitors drove
over the Columbia river highway to the Columbia gorge for luncheon.
The proceedings in the afternoon consisted of a banquet at the Arlington
club, at which informal addresses were delivered.

Delaware Society of Certified Public Accountants
At the annual meeting of the Delaware Society of Certified Public
Accountants the following officers were elected: President, W. H. Van
Hekle; vice-president, Peter T. Wright; treasurer, Clifford E. Iszard:
secretary, Will-A. Clader. These officers, with Joseph L. Pyle were
elected members of the executive committee.

Philippine C. P. A. Law
Under the recently enacted C. P. A. law of the Philippine Islands, it
is provided that the secretary of commerce and communications shall
appoint a board of three persons to administer the law. The following
have been appointed: W. W. Larkin, chairman, 308 Masonic Temple,
Manila; D. T. Dikit, secretary and treasurer; Felix Tiongson.
Hawaii Board of Accountancy
The governor of Hawaii has appointed the following members of the
board of accountancy authorized under the recently enacted law providing
for the registration of certified public accountants: James T. Phillips
(five years), Charles E. Warn (four years), H. Douglas Young (three
years), Ernest R. Cameron (two years), Adolph Bauman (one year).
Since these appointments were announced the death of C. E. Warn created
a vacancy in the board.
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Announcements
Kansas C. P. A. Board
The board of administration of Kansas has appointed the following
members of the C. P. A. examining board: A. B. Sanders, Wichita, chair
man; Dan. N. Henry, Topeka, secretary; and J. E. Caton, Topeka.
It is announced that the firm of Lovejoy, Mather, Hough & Stagg has
been dissolved by limitation as of June 30, 1923.
Ernest W. Lovejoy and Cornelius J. O’Donoghue announce the formation
of a partnership under the firm name of Lovejoy & O’Donoghue, with
offices at 25 Broad street, New York.

J. H. Stagg, C. E. Mather, R. Ives, C. F. Noyes, R. H. Leamy, C.
Young, L. G. Ball, J. S. Fenton and C. R. Stanley announce the formation
of a partnership under the firm name of Stagg, Mather & Co., with offices
at 123 Liberty street, New York; Horter building, Havana, Cuba; Kinney
building, Newark, New Jersey; Second National building, Akron, Ohio.
The firm will practise in Europe under the name of Ives, Stagg & Mather,
with offices at 106 Boulevard Haussmann, Paris.

R. B. Benedict and C. F. Miller announce the formation of a part
nership under the firm name of Benedict & Miller, with offices in the
Liberty National Bank building, Oklahoma City, Oklahoma.
Following dissolution of a partnership Otho G. Cartwright announces
that he will continue in practice under his own name at 31 Nassau street,
New York.

Paul K. Owen announces the opening of offices at 2 Rector street, New
York, and 20 Branford place, Newark, New Jersey.
Scott, Charnley & Co. announce the removal of their Knoxville
(Tennessee) office to 302 West Church avenue.
Arthur C. Smith announces the removal of his office to 1407 Syndicate
Trust building, St. Louis, Missouri.

J. F. Stutz & Co. announce the removal of their offices to 837 StateLake building, Chicago, Illinois.

Battelle & Battelle announce the removal of their offices to 121 West
Second street, Dayton, Ohio.

V. R. Pritchard announces the opening of an office at 429 City Bank
building, Mobile, Alabama.
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Compiled in the Library of the American Institute of Accountants
[Photostatic reproductions (white printing on a black background) of
most of the articles listed in The Journal of Accountancy or Account
ants' Index may be obtained from the library of the American Institute
of Accountants, 135 Cedar Street, New York, at a rate of 25 cents a page
(8½ in. x 11 in.) at 35 cents a page (11½ in x 14 in.) plus postage.
Members and associates of the American Institute of Accountants are
entitled to a discount of 20 per cent. Identify the article by author, title,
name of periodical in which it appeared, date of publication and paging.
Payment must accompany all orders.]
ACCOUNTANCY
Australia
Proposed Registration of Accountants. Australasian Accountant and
Secretary, May, 1923, p. 125-8.
ACCOUNTANTS’ SOCIETIES
Illinois Manufacturers’ Costs Association Forms a Southern Branch.
Manufacturers’ News, June 16, 1923, p. 8.
ACCOUNTING
Lawrence, W. B. Some Things Your Books Should Tell You. Photoengravers’ Bulletin, June, 1923, p. 19-25.
Pitt, George Stanhope. Accounting As the First Aid to Commercial Re
covery. Success, March-April, 1923, p. 129-42.
AUDITING AND AUDITORS
Bell, William H. Audit Reports—a Tool for the Executive. Adminis
tration, June, 1923, p. 727-34.
Colesworthy, Henry E., and Sidney T. Morris. Partial Audits Aid Fraud.
Accountant, June 2, 1923, p. 829-30.
Foster, A. C. Ideal Audit from the Standpoint of the Banker; an Address
Before the Colorado Society of Certified Public Accountants, Decem
ber 13, 1922.
AUTOMOBILES
Mechanical Cost Accountant That Records Truck Expenditures. Commer
cial Vehicle, January 15, 1923, p. 18.
Cost Accounting
One Hour Per Day Keeps Records. Commercial Vehicle, January 1,
1923, p. 16-20.
Petty, Ben H. Truck Operating Costs; an Analysis of the Factors Enter
ing into Trucking Costs, with Explanation of Errors Which Have
Led to Many Unsuccessful Ventures in This Field. Engineering and
Contracting, June 6, 1923, p. 1288-94.
Simple Cost System Gives All Data on Performance of Vehicles; Four
Records Sufficient for 200 Vehicles Operated by Michigan State Tele
phone Company. Motor Transport, March 1, 1923, p. 17-9.
Sniffin, P. L. How to Determine Costs of Truck Operation. Distribution
and Warehousing, February, 1923, p. 28-30.
Williams, H. Lionel. Operating—Repair Records; Detail of a Very Com
plete Record System Evolved by a Creamery Transport Manager.
Motor Transport, May 15, 1923, p. 204-7.
AWNINGS
Cost Accounting
Weikert, Claire I. Awning Manufacturers Won to Cost Accounting.
Nation’s Business, March, 1923, p. 78-81.
BOOKKEEPING
Millar, T. J. Philosophy of Book-keeping. Indian Accountant, FebruaryMarch, 1923, p. 159-60.
BRICKMAKING
Cost Accounting
Barron, W. A. Uncostly Cost Accounting System: a Complete System
Using Only Four Forms Which Has Been Proven Thoroly Suc
cessful in Actual Operation. Brick and Clay Record, January 9,
1923, p. 30-5, 64.
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BUDGETS
Business
Hafner, G. W. How to Construct a Budget for a Business. National
Glass Budget, January 27, 1923, p. 3, 24; February 24, 1923, p. 3, 22.
Mathewson, Park. Budgeting the Business Dollar. Credit Monthly,
April, 1923, p. 14-15, 40.
CHECKING
Stewart, Robert. Audit Checking for Junior Clerks: pt. 2. Accountants'
Journal, June, 1923, p. 69-74.
CONSOLIDATIONS
Accounting
Carson, Gordon C. Elimination of Intercompany Profits in Consolidated
Statements. Journal of Accountancy, July, 1923, p. 1-6.
Jordan, Herbert W. Amalgamation and Reconstruction of Companies.
Accountants' Journal, June, 1923, p. 104-20.
CONTAINERS
Lissenden, George B. Keeping Track of Empties. Business Organisation
and Management, April, 1923, p. 45-8.
COST AND FACTORY ACCOUNTING
Basset, W. R. Waste Prevented by Accounting Systems: with discussion.
(In New York State. Department of Labor. Proceedings of the
Sixth Annual Industrial Conference, Buffalo, N. Y., November 21-23,
1922. Albany, 1923, p. 86-105.)
Creveling, G. H. Why Are We Making No Money? Figuring True Costs
on What We Sell. Credit Monthly, April, 1923, p. 20, 25.
Elbourne, E. T. Costing in General Principle. Accountant, June 16,
1923, p. 939-41.
Fitch, S. G. H. What Cost Finding Should Mean to the Executive.
Distribution and Warehousing, May, 1923, p. 18-19.
Jelley, S. E. Brief Survey of Costing Essentials: pt. 2. Commonwealth
Journal of Accountancy, May, 1923, p. 198-201.
Lowe, J. G. Factory Accounting. Cost Accountant, June, 1923, p. 29-34.
Lunt, H. Julius. Controlling Expense Charges. Cost Accountant, June,
1923, p. 23-9.
Middleton, A. E. Preliminary Cost Records and the Problem of Expense
Distribution. Cost Accountant, June, 1923, p. 4-8.
DEPRECIATION, DEPLETION AND OBSOLESCENCE
Automobiles
Charge Off 20 Per Cent. of First Cost of Truck Each Year; Telephone
Company’s Rate of Depreciation Is Based on Past Experience; Mileage
Does Not Alone Determine Policy. Commercial Vehicle, January 15,
1923, p. 28.
Einstein, A. W. Cannot Standardise Depreciation; 14 Determining Factors,
Three Kinds of Depreciation. Commercial Vehicle, February 1,
1923, p. 14-17.
44-Truck Fleet Has No Reserve Vehicles. Commercial Vehicle, January
1, 1923, p. 14-15.
Service First Thought, Costs Secondary. Motor Transport, April 15,
1923, p. 138-9.
Belt Conveyors
Hetzel, Frederick. Life of a Belt Conveyor. Industrial Management
(Eng.), June 4, 1923, p. 374-6.
ELECTRIC AND STREET RAILROADS
Accounting
Conductors Make Traffic Counts in Milwaukee. Electric Railway Journal,
June 9, 1923, p. 955-6.
Elliott, Clifford A. Benefits of Subdividing Operating Expense Accounts.
Electric Railway Journal, June, 1923, p. 1045-6.
Heat, A. W. Monthly Freight Journal Entries. Electric Railway
Journal, March 24, 1923, p. 522.
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Stores Systems
Centralized Store Department. Electric Railway Journal, June 30, 1923,
p. 1085.
ELECTRIC LIGHT AND POWER COMPANIES
Rates
Eisenmenger, H. E. Central Station Rates in Theory and Practice; with
a Foreword by S. E. Doane and a Contribution by S. F. Walker.
Chicago, Frederick J. Drake & Co., 1921. 382 p.
EXECUTORS AND TRUSTEES
Vierling, Frederick. Franklin Trust. Journal of Accountancy. July,
1923, p. 15-26.
FINANCE
McKinsey, James O. Financial Management; an Outline of Its Principles
and Problems. 2v. Chicago, American Technical Society, cl922.
McKinsey, James O. and Stuart P. Meech. Controlling the Finances of a
Business. New York. The Ronald Press Company, 1923. 638 p.
FOUNDRIES
Cost Accounting
Everitt, F. C., and Johnson, Heywood. Cost Accounting of Foundry Labor;
Outline of Procedure and Some of the Blank Forms for the Small as
Well as Large Foundry. Iron Age, June 14, 1923, p. 1701-4.
GOODWILL
Foreman, C. J. Economies and Profits of Good-will. American Economic
Review, June, 1923, p. 209-24.
GROCERY TRADE
Accounting
International Wholesale Grocers’ Educational Committee. Grocers' Primer;
an Outline of the Grocery Business at Wholesale. v. 1. Sioux City,
Iowa.
HOTELS
Hotel Auditors and Accountants Confer at Oakland; Interesting Meeting
Is Held by W. L. Crawford of Research Bureau of A. H. A. Object
Is to Survey National Field in Effort to Standardize Hotel Accounting
and Cost Finding. Reprint Western Hotel Reporter.
Accounting
Real Accounting in the Modern Hotels. New York Hotel Review, Janu
ary 6, 1923, section 2, p. 26-7.
Summary Method of Accounting; by This Method One Night Auditor Can
Do the Accounting in a Hotel of 400 Rooms Without Great Difficulty.
National Hotel Review, February 3, 1923, section 2, p. 24.
ICE CREAM
Accounting
Hoffman, Milton D. Practical Accounting System Saves One-third. Ice
Cream Trade Journal, February, 1923, p. 47-8.
Rutledge, R. R. Handling Overhead in the Ice Cream Industry. Ice
Cream Journal, January, 1923, p. 71-4.
INVENTORIES
Blanke, T. L. Why Your Store Should Adopt the Retail Inventory
System. Garment Weekly, March 3, 1923, p. 17, 82.
Stock Valuation. Accountant, June 9, 1923, p. 867.
KNIT GOODS
Cost Accounting
Gordon, Stephen R. Cost Finding in Knitting Mills: cont. Textile World,
June 23, 1923, p. 4061-5.
LUMBER
Costs
Bruce, Donald. Relative Cost of Making Logs from Small and Large
Timber. Berkeley, University of California Press, 1922. 33 p. (Col
lege of Agriculture, Agricultural Experiment Station, Bulletin 339.)
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MARK DOWN AND MARK UP
Blanke, T. L. Those Losses in Mark-downs Simply Must Be Controlled.
Garment Weekly, March 31, 1923, p. 80.
MINING AND METALLURGY, COAL
Costs
United States. Federal Trade Commission. Preliminary Report on In
vestment and Profit in Soft-coal Mining: pt. I; Summary and Con
clusions (May 31, 1922) : pt. 2; Explanatory and Statistical Material
Supporting pt. 1, July 6, 1922. Washington, Government Printing Office,
1922. 222 p.
Statistics
Johnson, W. L. A. Uniform Statistical Information. Coal Review, June
27, 1923, p. 7-8.
MUNICIPAL
Accounting
Walker, R. G. Municipal Balance-sheet: cont. Public Accountant, May,
1923, p. 332-40.
Auditing
McCall, J. H. Municipal Audits: pt. 3. Accountants' Journal, AprilMay, 1923, p. 705-8; 5-8.
OILS
Costs
Costs Hard to Figure; Valuation of Barrel of Crude Oil Is Difficult to
Determine Exactly. Petroleum World, January 1923, p. 23.
United States. Congress. High Cost of Gasoline and Other Petroleum
Products; Hearings before a Subcommittee of the Committee on
Manufactures, United States Senate, Sixty-seventh Congress, Second
and Fourth Sessions, Pursuant to S. Res. 295. Washington, Govern
ment Printing Office, 1923.
PAPER, CARDBOARD, ETC.
Cost Accounting
Cost Finding for Paperboard Manufacturers; Prepared by the Staff of
Miller, Franklin, Basset and Company as a Report for the Eastern
Paperboard Manufacturers’ Association. Boxboard, May, 1922-February, 1923. Reprint-. June, 1923, p. 17-58.
McBain, B. T. Analysing Costs in Papermaking. Paper, June 6, 1923,
p. 9, 26.
PARTNERSHIPS
Accounting
Partnership Accounts. Success, March-April, 1923, p. 118-22.
PAYROLLS
Harris, Kerr & Cook. Hotel Pay Roll. National Hotel Review, April 7,
1923, section 2, p. 28.
PRICES
United States. Bureau of Labor Statistics. Wholesale Prices 1890 to 1921.
Washington, Government Printing Office, 1922. 276 p. (Bulletin No.
320.)
PUBLIC UTILITIES
Accounting
Johnson, George H. Amortization and Depreciation in Public Service
Corporations. Journal of Accountancy, July, 1923, p. 7-14.
Rates
Missouri Commission Uses Depreciated Reproduction Cost as Rate Base.
Engineering and Contracting, June 20, 1923, p. 1352-3.
Valuation
Lambert, C. P. Public Utility Valuation and Its Relation to the Munici
pality. Engineering and Contracting, June 20, 1923, p. 1394-6.
RAILROADS
Accounting
Convention of the American Railway Engineering Association. Railway
Review, March 17, 1923, p. 500-7, 524-30.
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Cunningham, William J. Accounting Requirement of the I. C. C. Not
Unreasonable.Railway Review, June 30, 1923, p. 1179.
Cunningham, William J. I. C. C. Accounting and Statistical Requirements;
Not Unreasonable—Operating Officers Should Be Trained to Make
Better Use of Statistics. Railway Age, June 16, 1923, p. 1463-5.
Railway Accounting Officers Meet at Richmond, Simplification and Stan
dardization Leading Features, Revision of Classifications Under Way.
Railway Age, June 23, 1923, p. 1515-20.
Management
Plant, L. G. Value of Individual Fuel Performance Records; Flying Squad
of Fuel Auditors Proposed as Practical Plan for Record of Real Fuel
Efficiency. Railway Review, June 9, 1923, p. 952.
Stores
Elliott, R. J. Applying Business Principles in Railway Storekeeping.
Railway Review, June 9, 1923, p. 973-4.
RETAIL TRADE
Accounting
Burroughs, A. M. Retail Accounting Simplified. Garment Weekly,
March 24, 1923, p. 6, 22.
Gore, Edward E. Primitive Accounting a Luxury Few Storekeepers Can
Afford; Antiquated Methods Which Many Merchants Cling to Cover
Up Many a Costly Leak—Departmentize Your Business and Control
Expense. Garment Weekly, April 7, 1923, p. 23-4.
SCHOOLS, COLLEGES, ETC.
Accounting
Jones, W. E. Education Accounts. Accountant, June 2, 1923, p. 844.
Costs
National Education Association. Facts on the Cost of Public Education
and What They Mean. Washington, National Education Association,
1922. 65 p. (Research Department Bulletin 1.)
STATEMENTS
Financial
Binder, B. H. Art of Presentation. Indian Accountant, February-March,
1923, p. 137-46.
Buckley, Elton J. When False Statements in Sale of Business Are Crim
inal. Garment Weekly, March 31, 1923, p. 18, 36.
Judgment Guiding Financial Statements: cont. Haskins and Sells
Bulletin, May-June, 1923, p. 36-7, 46.
Olson, George E. Financial Statements in the Audit Reports. 4 p.
STATISTICS
Bliss, James H. Financial and Operating Ratios in Management. New
York, The Ronald Press Company, 1923. 396 p.
STORES SYSTEMS AND STOCK RECORDS
Farquhar, Henry H. Factory Storeskeeping: the Control and Storage of
Materials. New York, McGraw-Hill Book Company, 1922. 182 p.
TAXATION, NEW YORK STATE
New York. Tax Commission. Income-tax Bureau. Manual 22, Personal
Income-tax Regulations Corrected to October 24, 1922, Issued Pursuant
to Article 16 of the Tax Law. Albany, 1922. 103 p.
TAXATION, UNITED STATES
Hudders, Eugene R. Income Tax Records and Their Care. Administra
tion, June, 1923, p. 713-8.
TIMEKEEPING
Wilkinson, W. Time and Wages Systems in Relation to Factory Costs.
Cost Accountant, June, 1923, p. 16-22.
TRADE UNIONS
Accounting
Lynch, Joseph. Business Methods and Accountancy in Trade Unions.
London, Labour Publishing Company. 183 p.
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American Institute of Accountants
List of Officers, Members of Council and Committees—1922-23

OFFICERS
President....................... Edward E. Gore............ 111 W. Monroe St., Chicago, Ill.
Vice-President*....... Norman McLaren. .519 California St., San Francisco, Cal.
Treasurer................... Arthur W. Teele......................... 120 Broadway, New York
Secretary..................... A. P. Richardson.......................... 135 Cedar St., New York
Members of the Council
For Five Years:

For Three Years:

Elmer L. Hatter.............................. Maryland
J. Edward Masters................. Massachusetts
Janies S. Matteson......................... Minnesota
R. H. Montgomery....................... New York
Carl H. Nau............................................. Ohio
John B. Niven............................ New Jersey
E. G. Shorrock...........................Washington

John F. Forbes............................... California
J. Porter Joplin.................................... Illinois
Waldron H. Rand..................... Massachusetts
Frederick A. Ross......................... New York
Frederic A. Tilton........................... Michigan
C. R. Whitworth.................................. Illinois
William Jeffers Wilson............ Pennsylvania
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Albert T. Bacon......................
Illinois
F. H. Hurdman.............................New York
J. E. Hutchinson.................................. Texas
Clifford E. Iszard............................. Delaware
Walter Mucklow................................. Florida
John R. Ruckstell........................... California
W. R. Tolleth.................................... Virginia

Ernest Crowther....................... Pennsylvania
Charles S. Ludlam........................ New York
Charles E. Mather...................... New Jersey
Overton S. Meldrum....................... Kentucky
George S. Olive................................... Indiana
Adam A. Ross............................ Pennsylvania
C. E. Wermuth................................Louisiana

For One Year:
P. L. Billings..........................................Iowa
L. G. Fisher.............................. Rhode Island
J. D. M. Crockett............................ Missouri
Page Lawrence................................ Colorado
W. Sanders Davies...................... New York
W. A. Smith.................................. Tennessee
Edward L. Suffern......................New Jersey

Board of Examiners
For Three Years:
Harold B. Atkins................................... NewYork
William B. Campbell.............................. NewYork
A. S. Fedde.............................................. NewYork

For Two Years:

For One Year:

Elmer L. Hatter......................... Maryland
John B. Niven, chairman........... New Jersey
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John F. Forbes................................ California
Charles E. Mather...................... New Jersey
Waldron H. Rand................... Massachusetts

Auditors
R. J. Bennett............................. Pennsylvania
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Executive Committee

Committee on Professional
Ethics

The President, chairman................... Illinois
The Treasurer.............................. New York
L. G. Fisher............................. Rhode Island
F. H. Hurdman.............................New York
C. E. Iszard.................................... Delaware
R. H. Montgomery................... ..New York
Edward L. Suffern.................... New Jersey

Carl H. Nau, chairman.......................... Ohio
J. D. M. Crockett.............................Missouri
John F. Forbes............................. California
J. Porter Joplin................................... Illinois
J. E. Masters........................... Massachusetts

John R. Loomis, New York, one of the two vice-presidents elected September 20, 1922, died December 7, 1922.
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Are You a SalesmanAccountant?

CLASSIFIED
ADVERTISING

We have a position open for an Account
ant who has had a thorough experience in
accounting and installation of accounting
systems, and systems work.
He must also have had sales experience
and be able to meet dealers and have them
like him on short notice.
He must not be afraid to travel for two
weeks at a time, but he would have a head
quarter town where he could have a per
manent home.
Automobile experience preferred, but not
absolutely necessary.
His position would be that of Zone Rep
resentative for a large national corpora
tion and the work would be systems work
with their dealers.
Reply to Box 472
The Journal of Accountancy
giving detailed experience, past history
and salary expected.

For the employer seeking associates
or assistants and the man or woman,
versed in accountancy, seeking em
ployment, Classified Advertising in
The Journal of Accountancy has
proved an effective means of bringing
the “want” to the attention of those
most interested.
It carries the message to accountants,
students in accounting schools and per
sons engaged in vocations in which ac
counting knowledge is an essential
factor.
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$9 an inch or fraction for one insertion
and $7 an inch or fraction for each
repeat insertion, payable in advance.
To appear in a particular issue the
advertisement must be received by the
twentieth of the month preceding such
issue. For example, an advertisement to
appear in the July issue must be at the
office of The Journal of Accountancy,
135 Cedar St., New York, by June 20th.

BOUND VOLUMES
of

The Journal of Accountancy
Volume XXXV
January, 1923 - June, 1923
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To avoid disappointment orders should
be sent AT ONCE
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135 Cedar Street, New York
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Patented—Improved
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Sent prepaid upon receipt of price

Charles G. Harris Ticking Pen Co.
916 Inter-Southern Building
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DUTIES OF THE JUNIOR
ACCOUNTANT
By W. B. REYNOLDS and F. W. THORNTON

INTRODUCTION TO
ACTUARIAL SCIENCE

7x5 inches; 107 pages.

By H. A. FINNEY

PUBLISHED UNDER THE ENDOWMENT FUND
OF THE AMERICAN INSTITUTE OF ACCOUNTANTS

Now obtainable in
FLEXIBLE BINDING

Published under the Endowment Fund of
the American Institute of Accountants

This work tells what is expected of
the beginner and of the more expe
rienced junior accountant. It is an
aid to learning what to do and how
to do it.
A fund of advice and suggestion is
afforded the reader on :
Keeping auditor’s records.
Beginning work on assignments.
Verification of bank balances, cash
on hand, etc.
Checking footings.
Vouching entries.
Checking accounts carried in foreign
currency.
Verification of securities.
Taking trial balances.
Vouching capital assets and addi
tions thereto.
Liabilities not taken up.
Exhibits.
Conduct in clients’ offices.
Utilizing waiting time.
Care of papers.
Care of clients’ books and records.
Matter to be included in reports.
First published in book form in Feb
ruary, 1918, this book’s popularity
has been consistently maintained. It
is now in the fourth printing.

A WORK that every accountant and
student of accountancy should possess
and study.

For the convenience of those who wish to carry
the volume about with them, a limited number has
been bound in flexible leather.

Price

In genuine leather
......................... $1.50
In imitation leather............................ 1.25
In cloth board binding
....
1.00

THE AMERICAN INSTITUTE OF
ACCOUNTANTS
135 Cedar Street

BECAUSE of the desire of many ac
countants and students for informa
tion on this subject, Mr. Finney, edi
tor of the Student’s Department of
The Journal of Accountancy, has
written this book consisting of 101
pages, 5x7 inches, printed in large
type and bound in cloth.

THE TEXT of “Introduction to
Actuarial Science” consists of articles
which appeared in The Journal of
Accountancy and solutions of all
problems in actuarial science contained
in the examinations of the American
Institute of Accountants up to and
including May, 1920.
INTEREST, single investments, an
nuities, leasehold premiums, bonds and
depreciation are discussed in a clear
and concise manner.

THIS WORK should appeal not only
to the accountant but to many busi
ness men.

Price $1.50 delivered in the
United States of America

AMERICAN INSTITUTE OF
ACCOUNTANTS

135 Cedar Street

New York
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HELP WANTED

MISCELLANEOUS
-------------------- --- ---------------- ----------------------------------------

Help Wanted

Certified Public Accountant

Salaried positions $2,500 to $25,000 upward; executive,
technical, administrative, engineering, manufacturing, pro
fessional, managing, financial, etc., all lines. If qualified,
and receptive to tentative offers, you are invited to com
municate in strict confidence with the undersigned, who
will conduct preliminary negotiations. A method is pro
vided through which you may receive overtures in con
fidence, without jeopardizing present connections, and
in a manner conforming strictly to professional ethics.
Established 1910. Send name and address only for pre
liminary particulars. No obligation. R. W. Bixby, Inc.,
513 Lockwood Building, Buffalo, N. Y.

Will purchase clientele, or form partnership with
Accountant—New York, Pennsylvania, Delaware or New
Jersey. State full particulars in confidence. Box 473,
care of The Journal of Accountancy..

Accountant and Report Editor
A large and established firm of accountants in the South
desires an experienced accountant in the capacity of
Report Editor and chief assistant to the head of the firm.
Permanent position and good salary to the right man. All
applications confidential. Box 466, care of the The Journal
of Accountancy.

Wanted
By large Southern firm of accountants; Manager for
Income-tax Department, also an Assistant—men with
general accounting and active field experience preferred.
Applicants will please give full details as to education,
accounting, auditing, and Federal Tax experience; also
state salary expected. Box 468, care of the The Journal of
Accountancy.

Wanted
We have a position open for a certified public accountant
who is competent to handle senior work. References
required. Scott, Charnley & Company, Certified Public
Accountants, 126 Brevard Court, Charlotte, N. C.

Wanted - Resident Manager
By old established Audit Company located in southwest
Texas city of about 40,000. Connection offers unusual
opportunity to high class executive to become member of
firm. State full particulars in first letter as to age,
education, experience, salary to start and when available.
Preference will be given to holder of C. P. A. or C. A.
degree. Answers strictly confidential. Box 474, care of
The Journal of Accountancy.
SITUATION WANTED

C. P. A. (N. Y.) 1911
Man of European continental firm of Accountants seeks
similar post or as Comptroller or Manager of large Company
in Europe. Various languages, wide experience. Mini
mum remuneration $5,000.00. Box 470, care of The Journal
of Accountancy.

A Certified Public Accountant
And income-tax specialist in the middle South, having a
practice that nets now an income of $12,000.00 to $14,000.00
per annum and growing rapidly, intends going West and
offers his clientele for sale to accountants who can furnish
satisfactory evidence of being thoroughly well qualified
to handle the business, and prepared to pay $30,000.00
cash or property equivalent. Do not reply unless able to
meet requirements. Box 469, care of The Journal of
Accountancy.

Certified Public Accountant (N.

Y.)
Desires to purchase clientele, will consider partnership
arrangement. Box 471, care of The Journal of Accountancy.

BACK NUMBERS
WANTED
May

1906

Jan.

1916

June

1906

June

1916

July

1906

Feb.

1917

Oct.

1906

Jan. to

May

1907

Dec.

1919

June

1907

Apr.

1920

Sept. 1907
Oct. 1907

Jan.

1921

Dec.

1909

July
Jan.

1922

Apr.

1910

Mar.

1923

1921

MISCELLANEOUS

Partnership Connection

Communicate with us before

mailing

Nationally known cost accountant, certified public account
ant (N. H.), member of New York bar, with excellent
business contact, seeks partnership arrangement with es
tablished New York firm interested in further expansion.
Box 467, care of The Journal of Accountancy.

When writing to advertisers please mention The Journal

of

Accountancy

THE JOURNAL OF ACCOUNTANCY

XIV

“What Kind of a Training
in Accountancy is Vannais?”
You are probably asking the very same question that many of our
graduates have been called upon to answer. One Vannais-Trained
accountant who passed the C. P. A. examination in North Carolina,
last May, put it this way:
“Vannais Training is not like other courses which seem to be built
upon the assumption that the student is entirely ignorant of
accounting, and therefore start him off with the ABC’s of double
entry bookkeeping. Vannais Training seeks first to ascertain just
what the student does know by means of an examination, and
builds its plan of instruction on the foundation which this exam
ination discloses.”
Vannais Training is practical because it does not waste one’s time.
Unnecessary work is eliminated as the result of this examination which
each student receives, right at the start. This examination decides his
present knowledge, and determines just at what point he can begin in
Vannais Training.
Vannais Training is practical because each student receives individual
attention. It is this personal interest which has given Vannais-Trained
accountants the confidence and ability to obtain unusual results in
the C. P. A. examinations—in public practice—and in executive
accounting.
Vannais Training is practical! That is the answer to your question as
to the kind of an accountancy training Vannais is. If you plan to study
accountancy in the fall, fill out the coupon below—the facts that will
come to you will include a specimen instruction letter to show you
why such a practical training as Vannais will help you gain results.
Arranged Exclusively for Correspondence Study.

The Vannais Accounting Institute, Inc.
30 Asylum Street, Hartford, Connecticut
New York

Chicago

San Francisco

Minneapolis

THE VANNAIS ACCOUNTING INSTITUTE, Inc., 30 Asylum St., Hartford, Conn.
I am interested in the service you offer. Please send me your booklet
“Applied Accountancy.”

NAME (print) ..........................................................................................
Business Position ........................................................

How Long Held..................................

Is your aim the C. P. A. Degree?................................................................ .'............................
BUSINESS ADDRESS..............................................................................................................................................
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The American Institute of Accountants Foundation
announces publication of

AUDIT WORKING PAPERS
Their Preparation and Content
By

J. Hugh Jackson

The following is a brief summary of the contents of the book :
Author’s Preface
Table of Contents
Introduction. By Carl H. Nau.
Chapter I —The auditor’s records.
II —Indexing and filing the working papers.
III —The final statements and the working sheets.
“
IV —The construction, or property and plant schedules.
V —Current and investment security schedules.
VI —Inventories.
VII —Receivables and cash.
VIII—Scheduling deferred charges to operations.
“
IX —Capital stock and funded indebtedness.
“
X —Current liabilities schedules.
XI —The reserve schedules.
“
XII —Surplus and profit and loss.
“
XIII—Miscellaneous working schedules.
Bibliography —Part I —Topical references on auditing theory and procedure.
Part II —General reading course on accounting and business.
Part III—Special bibliography on no par value stock.
Index.
Appendix A—Model set of working papers of the North American Shipbuild
ing Company (consisting of approximately sixty single-page
working schedules and sixteen double-sheet schedules, and illus
trating the procedure of a balance-sheet audit.)
Appendix B—Miscellaneous audit schedules and working sheets (consisting of
twenty-two exhibits and labor-saving devices which are valu
able with reference to an audit or investigation.)
AUDIT WORKING PAPERS is a practical work based largely upon continued
access to the files and workshop of one of the great accounting organizations of the
country. The book should be in the library of every accountant’s office and made avail
able to every member of his staff. It should be thoroughly studied by every student
who has aspirations to become an accountant.

The manuscript for the book has been prepared without cost to the American Insti
tute of Accountants Foundation, and the copyright has been donated to the Foundation.
Whatever profit is derived from its sale will accrue to the principal of the Foundation;
however, the desire of the donors is that the book be made available to the greatest
number of accountants and students possible, and the price has been made correspond
ingly low. Cloth bound $5.00. Flexible leather $7.50. Send your order to

AMERICAN INSTITUTE OF ACCOUNTANTS FOUNDATION
135 CEDAR STREET, NEW YORK
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Accountants supply
the specific facts and fig
ures required for the effect
ive management of modern
Business. As value analysts, business
technicians, professional advisers—as pro
fessional and executive accountants—they
find that Business is in constant need of
their services.
Pace students and graduates are serving modern Busi
ness as professional accountants, treasurers, controllers,
auditors, and credit managers. They possess dependable
market value. They are Accountancy-educated.
Pace Courses—developmental, immediately helpful—are avail
able in Resident classes in Pace Institute, New York, Boston,
Washington, and Newark. The fall term in the Day-School
Division of Pace Institute, New York, will open September 12.
Write for descriptive bulletins.

One Month’s Trial Instruction $7
Pace Courses may also be studied by Extension through the mails. Enrol
ment may be made in the Extension Division for one month upon the pay
ment of $7—there is no obligation of any kind to continue. Send now for
details of this $7 trial offer and for a complimentary copy of “Making Ready.”

Pace & Pace
30 Church Street, New York City
715 G St., N. W.

Washington, D. C.

Tremont Temple

Boston, Mass.

Printing House of William Edwin Rudge, New York

24 William St.

Newark, N. J.

